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Kentucky State Commiitee For School District Audits
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Muhlenberg County School District

Powderly, Kentucky

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund and the aggregate remaining fund information of Muhlenberg County School District
(the District) as of and for the year ended June 30, 2007, which collectively comprise the District's basic financial
statements as listed in the table of contents. These financial statements are the responsibility of the District's
management. Our responsibility is to express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States; and the audit requirements prescribed by the State Committee for
School District Audits in Appendix | of the Independent Auditors Contract - General Audit Requirements,
Appendix Il of the Independent Auditor's Contract - State Audit Requirements and Appendix Il of the Independent
Auditor's Contract - Electronic Submission. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audit provides a
reasonable basis for cur opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, the business-type activities, each major fund and the aggregate
remaining fund information of the District as of June 30, 2007, and the respective changes in financial position
and cash flows, where applicable, thereof for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

In accordance with Government Audifing Standards, we have also issued our report dated August 16, 2007, on
our consideration of the District's internal control over financial reporting and our tests of its compliance with
certain provisions of laws, regulations, contracts, and grant agreements and other matters. The purpose of that
report is to describe the scope of our testing of internal control over financial reporting and compliance and the
results of that testing and not to provide an opinion on the internal control over financial reporting ar on
compiiance. That report is an integrat part of an audit performed in accordance with Government Auditing
Standards and should be read in conjunction with this report in considering the results of our audit.

The management's discussion and analysis and budgetary comparison information on pages 3 through 6 and, 36
through 37, are not a required part of the basic financial statements but are supplementary information required
by accounting principles generally accepted in the United States of America. We have applied certain limited
procedures, which consisted principally of inquires of management regarding the methods of measurement and
presentatian of the supplementary information. However, we did not audit the information and express no opinion
on it.
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Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the District’s basic financial statements. The combining nonmajor and agency fund financial statements
are presented for purposes of additional analysis and are not a required part of the basic financial statements.
The accompanying schedule of expenditures of federal awards is presented for the purposes of additional
analysis as required by the U.S. Office of Management and Budget Circular A-133, Audits of Stafes, Local
Governments, and Non-Profit Organizations, and is also not a required part of the basic purpose financial
statements of the District. The combining nonmajor and agency fund financial statements and the schedule of
expenditures of federal awards have been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinicn, are fairly stated in all material respects in relation to the basic financial
statements taken as a whole. The accompanying supplemental information as listed in the table of contents is
presented for the purpose of additional analysis and is not a required part of the basic purpose financial
statements. Such information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, is fairly stated in all material respects in relation to the basic financial
statements taken as a whole.

WV%,/SC—’

Owensboro, Kentucky
August 16, 2007



MUHLENBERG COUNTY BOARD OF EDUCATION
MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A)
YEAR ENDED JUNE 30, 2007

As management of the Muhlenberg County Board of Education (MCBE) School District , we offer readers of
the District’s financial statements this narrative overview and analysis of the financial activities of the District
for the fiscal year ended June 30, 2007. We encourage readers to consider the information presented here in
conjunction with additional information found within the body of the audit.

FINANCIAL HIGHLIGHTS

e  The ending cash balance for the District was $14,413,540 as compared to $9,104,435 for FY 2006.
This increase over the prior year was primarily due to construction expenses for the new South
Elementary school in the previous year,

¢ A concerted effort was focused on purchasing in the areas of supplies, food, and travel resulting in
economies due to changed management strategies.

¢ Following the completion of the district long-range plan for facilities, there has been a continued focus
on investing in plant management with the age and size of our facilities reflective of this need. The
new Greenville and South Elementary schools along with the new gym at Longest reflect the Board’s
commitment to our student needs, Bids were opened on March 8, 2007 for the new gym/renovation
project for Central City Elementary. Estimates cost on this project is $3.8 million with §1.2 million of
that coming from the general fund.

*  The board completed the major construction projects for the new Greenville (phase II) and South
Elementary Schools. The new South Elementary school opened in January 2006. The Longest
gym/renovation project began in FY 20035 at a projected cost of $1.8 million and opened in August
2005. The Longest project was funded from the general fund, As noted above, the Central City project
began in April 2007.

e Interest income had an increase for the year generating $154,127 above the FY2006 amount of
$565,579. This increase is attributable to the unspent construction funds and the increase in interest
rates during FY 2007,

*  During fiscal 2007, the district felt little impact of the economy other than the increase in interest
income. We anticipate flat to slight revenue increase in fiscal 2008,

¢ The district remains committed to increasing starting teacher salaries. The Board approved a 2% salary
increase in June of 2006 for fiscal year 2007. The budget impact of this 2% was approximately
$600,000 increase in payroll. The majority of this was paid from the projected increase in state SEEK
funds.

¢  The General Fund had $39,883,841 in revenue, which primarily consisted of the state program (SEEK),
property and motor vehicle taxes. Excluding inter-fund transfers, there was $37,097,763 in General
Fund expenditures.

® Bonds are issued as the district renovates facilities consistent with a long-range facilities plan that is
established with community input and in keeping with Kentucky Department of Education (KDE)
stringent compliance regulations. There were $2 million of bonds issued during FY 2007 for the
Central City Elementary project and a $4.015 million refunding of FY 2000 bonds.



CAPITAL CONSTRUCTION

The following projects represent capital construction items that were completed during FY 2007;

Total Cost
e  North and South High Athletic Project §717,310
s South Elementary 141,284
+  Greenville Elementary (Phase II) 45,526

OVERVIEW OF FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an iniroduction to the District’s basic financial statements,
The District’s basic financial statements comprise three components: 1) government-wide financial statements,
2) fund financial statements, and 3) notes to the financial statements. This report also contains other
supplementary information in addition to the basic financial statements themselves.

Government-wide financial statements. The government-wide financial statements are designed to provide
readers with a broad overview of the District’s finances, in a manner similar to a private-sector business.

The statement of net assets presents information on all of the District’s assets and liabilities, with the difference
between the two reported as net assets. Over time, increases or decreases in net assets may serve as a useful
indicator of whether the financial position of the district is improving or deteriorating.

The statement of activities presents information showing how the District’s net assets changed during the most
recent fiscal year, All changes in net assets are reported as soon as the underlying event giving rise to the
change occurs, regardless of the iming of related cash flows. Thus, revenues and expenses are reported in this
statement for some iems that will only result in cash flows in future fiscal periods.

The government-wide financial statements outline functiens of the District that are principally supported by
property taxes and intergovernmental revenues {(governmental activities). The governmental activities of the
Dhistrict include instruction, support services, operation and maintenance of plant, student transpartation and
operation of non-instructional services. Fixed assets and related debt is also supported by taxes and
intergovernmental revenues.

Fund financial statements. A fund is a grouping of related accounts that is used to maintain control over
resources that have been segregated for specific activities or objectives. This is a state mandated uniform
system and chart of accounts for all Kentucky public school districts utilizing the MUNIS administrative
software. The District uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements. All of the funds of the District can be divided into three categories: governmental, proprietary
funds and fduciary funds. Fiduciary funds are trust funds established by benefactors to aid in student education,
welfare and teacher support. The only proprietary funds are our vending and food service operations. All other
activities of the district are included in the governmental funds.

Notes to the financial statements.  The notes provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements,

GOVERNMENT-WIDE FINANCIAL ANALYSIS
Net assets may serve over time as a useful indicator of a government’s financial position. In the case of the

District, assets exceeded linbilities by $41,159,794 as of June 30, 2007, an increase of $3,837,351 from June 30,
2006,



The largest portion of the District’s net assets reflects its investment in capital assets (e.g., land and

improvements, buildings and improvements, vehicles, furniture and equipment and construction in progress),
less any related debt used to acquire those assets that is still outstanding. The District uses these capital assels to
provide services to its students; consequently, these assets are not available for future spending. Although the
District’s investment in its capital assets is reported net of related debt, it should be noted that the resources
needed to repay this debt must be provided from other sources, since the capital assets themselves cannot be
used to liquidate these liabilities.

The District’s financial position is the product of several financial transactions including the net results of

activities, the acquisition and payment of debt, the acquisition and disposal of capital assets, and the

depreciation of capital assets.

Net Assets for the period ending June 30, 2007 and 2006

The following is a summary of the District’s net assets as compared o the prior year:

2007

Current Assels 5 18,437,479
Noncurrent Assets 57,622,438
Total Assels $ 76,059,917
Current Liabilities b 3,624,937
Noncurrent Liabilities 30,080,316
Total Liabilities $ 33,705,253
Net Assets

Investment in capital assets (net of debt) 3 26,699,438
Restricted 3,154,899
Unreserved Fund Balance 12,500,327
Total Net Assets k) 42,354,604

Comments on Budget Comparisons
The District’s general fund revenues (or the fiscal year ended June 30, 2007, net of interfund transfers
and on-behalf payments, were $33,770,402 representing an increase of $952,133 from the prior year.
General fund budget, net of on-behalf payments, compared to actual revenue varied {from fine item to
line item with the ending actual balance being $131,023 more than budgceted, due te timing or

construction expenses.

2006

14,160,583
56,720,275

70,880,858

3,432,508

28,971,169
32,403,677

26,600,275
119,296

11,757,610
38,477,181

General fund budget expenditures, net of on-behalf payments, to actual varied among line items as
well. Expenditures came in over budget by $432,773. This difference is primarily due to transfers for

construction.



The following table presents a summary of revenue and expense for governmental funds only for the fiscal years
ended June 30, 2007 and 2006.

2007 2006
Revenues:
Local revenue sources § 12,832,517 § 12,330,593
State revenue sources 30,251,289 29,492 643
Federal Revenue 3,293,826 2,751,260
Intermediate Sources 61,906 54,087
[nvestments 719,706 365,579
Other Sources 112,058 1,176
Total revenues 47,273,302 45,195,338
Expenses:
Instruction 28,413,302 26,529,739
Student Support Services 1,235,199 1,189,510
Instructional Support 1,192,987 1,132,652
District Administration 967,952 1,027,468
School Administration 1,569,734 1,509,574
Business Support 544,435 673,956
Plant Operations 4,301,450 4,380,268
Student Transportation 3,467,612 3,163,798
Food Service Operation 56,783 78.883
Community Support 589,655 645,945
Facilities Acquisition 1,486,061 5,593,486
Other 1,763,342 1,727,810
Total expenses 45,588,512 47,953,091
Excess (deficit) of revenues over expenditures $_1.684.790 §__ (2,757,753}

* The board authorized expenditures of prior year reserve to address renovation and construction needs.

General Fund Revenue
Approximately 63,9% and 65,3% of revenue was derived from state funding with local sources making up
27.1% and 27.3%, respectively, of total revenue.

BUDGETARY IMPLICATIONS

In Kentucky the public school fiscal year is July 1-June 30; other programs, i.e. some tederal operate on a
different fiscal calendar, but are reflected in the district overall budget. By law the budget must have a minimum
2% contingency. The district adopted a budget for 2007-2008 with $3,593,235 (general fund) in contingency
{7.9%). The beginning cash balance for the beginning of the fiscal year was $14.4 million. Significant Board
action that impacts the finances included a 33,000 pay raise for all certified employees and a 5% increase for
classified employees effective July 1, 2007,

Questions regarding this report should be directed to the Financial Officer, Jeff Travis at (270) 338-2871 or by
mail to 510 West Main Street, Powderly, KY 42367.



MUHLENBURG COUNTY SCHOOL DISTRICT
STATEMENT OF NET ASSETS
June 30, 2007

Governmental Business-type
ASSETS Activities Activities Total
Current Assets
Cash and cash equivalents 3 12,851,129 L 742,593 13,693,722
Investments 2,812,975 - 2,812,975
Accounts receivable
Taxes - current 66,531 - 66,531
Taxes - delinquent 7,451 - 7,451
Other 148,596 - 148,596
Intergovernmentai - State 138,608 - 138,609
Intergovernmental - Federal 481 656 21,351 513,007
Due from other funds - - -
Inventory 171,227 71,385 242 6582
Prepaid expenses 522,998 - 522,998
Prepaid interest 283,760 - 283,760
Interest receivable 7,248 - 7,248
Total current assets 17,602,180 835,209 18,437,479
Noncurrent Assets
Bond issuance costs 544 697 - 544 637
Capital assets 78,611,355 1,180,144 76,721,499
Less; Accumulated depreciation {21,897 649) (816,109 (22,713,758}
Total noncurrent assets 57,258,403 364,035 57,622,438
Total assets 5 74,860,583 $ 1,189,334 76,059,917
LIABILITIES
Current Liabilities
Accounts payable 3 675,267 3 4,464 679,731
Retained percentage contracts 128,582 - 128,582
Accrued payroll and withholding obligations - - -
Due to other funds - - -
Deferred revenues 685,047 - 685,047
Current pertion of bond obligations 1,648,000 - 1,648,000
Current portion of capital lease obligations - - -
Current portion of accrued sick leave 100,000 - 100,000
interest payable 383,577 - 383,577
Total current liabilities 3,620,473 4,464 3,624,937
Noncurrent Liahilities
Noncurrent pertion of bond obligations 20,275,000 - 29,275,000
Nancurrent portion of capital lease obligations - - -
Noncurrent portion of accrued sick leave 805,316 - 805,316
Total noncurrent liabilities 30,080,316 - 30,080,316
Total liabilities 3 33,700,789 5 4,464 33,705,253
NET ASSETS
Invested in capital asseis, net of related debt 5 26,335,403 5 364,035 26,699,438
Restricted for;
Libraries 522,152 - 522,152
Capital projects 2,832,747 - 2,632,747
Unrestricted 11,669,492 830,835 12,500,327
Total net assets 3 41,159,794 $ 1,194,870 42,354,664

The accompanying netes are an integral part of the financial statements.
7
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MUHLENBERG COUNTY SCHOOL DISTRICT
BALANCE SHEET

GOVERNMENTAL FUNDS
June 30, 2007

ASSETS AND RESQURCES:
Cash and cash equivalenis
Invesimenis
Accounis receivable

Taxes - current
Taxas - delinquent
Other
Intergovernmentas - State
Intergovernmentat - Federal
Prepaid expensea
Invenlories
Due from ather funds
Interest receivable

Total assets

LIABILITIES AND FUND BALANCES

Liabilities
Accounts payable
Retained percenlage conlracts
Accrued payroll and related expenses
Accumulated sick leave - current
Due to other funds
Deferred revenuas
Obligations under capital lease
Debt obligations
Total liabilities

Fund Balances

Retained earnings
Reslricted for inventoryfiixed assels
Unrestricted

Fund balances
Resiricted for libraries
Reslricted {or sick leava payable
Encumbrances - current year
Restricled for construction
Unreserved

Total fund balances

Total liabijlities and fund balances

The accompanying notes are an integral part of the financial statements.

Cansiruction

Oiher Governmental

Tolal Gevernmental

General Fund Special Revenue Fund Funds Funds
5 5,740,276 5 157,480 8 3,042,481 3 10,882 ] 12,851,129
2,842,975 - - - 2,812,975
59,140 - - - 58,140
7,451 - - - 7.451
155,987 - - - 155,987
- 138,609 - B 138,609
- 481,656 - - 491,656
522,988 - - - 522,993
171,227 - - - 171,227
- - 7,248 - 7.248
5 13,470,054 ® 787,755 3 3,048,728 8 10,682 5 17,318,420
S 272,253 % 102,708 5 300,306 & - S 675,267
1,024 - 127,558 . 128,582
100,000 - - - 100,000
- BB5,047 - - 685,047
373,277 787,755 427,884 « 1,588 BBG
171,227 - - - 171,227
522,152 - - - 522,152
336,732 - - - 336,232
- 2,621,855 10,882 2,632,747
42,067,166 - - - 12,067,166
13,096,777 . 2,621,865 10,882 15,729,524
5 13,470,054 5 TB7,755 ¥ 3,049,728 S 10,882 $ 17,318,420
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MUHLENBERG COUNTY SCHOOL DISTRICT
Reconciliation of the Governmental Funds Balance Sheet to the
Statement of Net Assets
June 30, 2007

Total fund balances - governmental funds $ 15,729,524

Amounts reported for governmental activities in the statement of net assets are
different because:

Capital assets used in governmental activities are not financial resources and therefore
not reported as assets in governmental funds. The cost of the assets is $ 78,611,355
and the accumulated depreciation is $ 21,897,649 56,713,706

Property taxes receivable will be collected this year, but are not available soon enough to
pay for the current period's expenditures and therefore are deferred in the funds. -

Certain long-term assets are not reported in the governmental funds because they are
not available to pay current-period expenditures, but they are reported in the statement
of net assets. -

Bond issuance costs reported as an expenditure in the governmental fund financial
statement are capitalized in the government-wide financial statements. 544 697

Long-term Habilities, including bonds payable, are not due and payable in the current
period and therefore are not reported as [iabilities in the funds. Long-term liabilities
at year-end consist of:

Bonds payable (30,923,000}
Accrued interest on the bonds (383,577)
Deferred interest from refunding 283,760
Long-term portion of accrued sick leave (805,316)
Total net assets for governmental activities $ 41,159,794

The accompanying notes are an integral part of the financial statements.
10



MUHLENBERG COUNTY SCHOOL DISTRICT

STATEMENT OF REVENUES, EXPENDITURES, AN CHANGES IN FUND BALANCES

GOVERNMENTAL FUNDS
Far the year ended June 30, 28067

Revenues
Frem local sources
Proparty taxes
Molor vehicle taxes
Unminad minerals
Utility taxes
Other taxes
Revenue oiher lncal government units
Tuition and fees
Transportation
Earnings on invesimenis
Community service aclivities
Other local revenues
State sources
SEEK
Other
Federal - direcl
Federal - indirect
Intermediate sources
Qther revenues
Total revenues

Expenditures
Instruction
Supperi services
Student
Instruction staff
District administration
School administration
Business
Plant operation and maintenance
Student franspoertation
Central office
Food service cperation
Community senvice activiies
Facllities acquisition and construction
Other
Total expendituras

Excess (deficit) of revenues over expenditures

Other Financing Sources (Uses)
Bond proceeds
Payment to refunding debt escrow agent
Operaling transfers in
Qperating transfers out
Total other financing sources {usas)

Excess {deficit) of revenues and other
financing sources over expenditures and
other financing uses

Net change in fund balanges
Prior perlod adjustment
Fund balance, July 4, 2006

Fund balance, June 30, 2007

Other Govemmental

Total Governmental

General Fund Special Revenue Construclion Fund Funds Funds
5 4,248,169 5 - 5 - 5 604,107 B 4,852,276
890,198 . - - 890,198
124,381 - - - 124,381
23,157 - - - 23,157
6,613,244 - - 6,613,244
91,771 - - 91,771
677,051 31,342 11,313 - 719,706
237,480 - - B 237,490
20,448,400 . - - 20,448,400
6,371,271 1,819,802 252,644 1,362,172 8,802,882
44,515 82,788 - - 127,303
- 3,168,523 - - 3,168,523
2,136 59,770 - - 61,906
112,058 - - - 112,058
39,883,841 5,162,225 270,957 1,856,278 47,273,302
23,898,410 4,513,892 - - 28,413,302
1,144,385 90,614 - - 1,235,189
1,053,148 139,838 - - 1,192,987
967,265 687 - - 967,852
1,568,734 - - - 1,568,734
591,604 (147,169} - - 544,435
4,301,450 - - - 4,301,450
3,317,467 150,145 - - 3,467,612
56,783 - - - 56,783
50,989 528,666 - - 582,655
35,527 - 1,374,264 76,240 1,488,061
. - - 1,763,342 1,763,342
37,097,763 5,276,873 1,374,294 1,039 582 45,588,512
2,786.078 {114,848} (1,103,337 116,657 1,684,790
- - 2,600,000 4,015,000 6,015,000
- - - (3,938,760} {3.93B,760)
- 114,648 2,308,461 1,763,342 4,186,451
(1,709,185 - (310,059) (2,167,207} {4,186,451)
(1,709,185} 114,648 3,588,402 (327,625} 2,076,240
1,076,853 - 2,895 065 {210,928) 3,781,030
1,076,883 - 2,895,065 {210,828) 3,761,030
174,229 - - . 171,229
11,848 655 - {273,200) 221,810 11,797,265
3 13,086,777 3 - $ 2,621,865 8 10,882 § 15,729,524

The accompanying notes are an intergral part of the financial statemenits.
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MUHLENBERG COUNTY SCHOGCL DiSTRICT
Reconciliation of the Statement of Revenues,
Expenditures, and Changes in Fund Balances of Governmental Funds
to the Statement of Activities
For the Year Ended June 30, 2007

Total net change in fund balances - governmental funds $ 3,761,030

Amounts reported for governmental activities in the statement of activities are
different because:

Governmental funds report capital outlays as expenditures. However, in the statement
of activities the cost of those assets is allocated over their estimated useful lives as
depreciation expense. This is the amount by which capital outlays ($ 3,331,976}
exceeded depreciation ($ 2,081,018) in the current pericd. 1,250,058

In the statement of activities, only the gain (loss) on the sale or disposal is reported,
whereas in the governmental funds, the proceeds from the sale increase financial
resources. Thus, the change in net assets differs from the change in fund balance by
the cost of equipment sold. {485,605)

Revenues in the statement of activities that do not provide current financial rescurces
are not reported as revenues in the funds. -

The proceeds of debt issuances provide current financial resources to governmental
funds. But issuing debt increases lang-term liabilities in the statement of net assets. {6,015,000)

Repayment of bond principal and capital lease payments are an expenditure in the
governmental funds, but the payments reduce long-term liabilities in the statement
net assets. This is the amount of the payments. 4,940,642

On-behalf payments of bond principal by the SFCC are revenues in the
governmental funds, but the payments reduce long-term liabilities in the statement
net assets. This is the amount of the payments. 555,118

In the statement of activities, certain operating expenses - compensated absences
(sick pay) are measured by the amounts earned during the year. In the governmental
funds, however, expenditures for these items are measured by the amount of financial
resources used (essentially, the amounts actually paid}. This is the amount that
used exceeded sick leave earned. (462,147)

Interest on long-term debt in the statement of activities differs from the amount reported
in the governmental funds because interest is recognized as an expenditure in the funds
when it is due and thus requires the use of current financial resources. In the statement
of activities, however, interest expense is recognized as the interest accrues, regardless
of when it is due. The additional interest reported in the statement of activities is the
net result of accrued interest on bonds, leases and contracts payable. 20,644

Bond issuance costs reported as an expenditure in the governmental fund financial
statement are capitalized in the government-wide financial statements. 100,481

Change in net assets of governmental activities $ 3,666,121

The accompanying notes are an integral part of the financial statements.
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MUHLENBERG COUNTY SCHOOL DISTRICT
STATEMENT OF NET ASSETS
FROPRIETARY FUNDS

June 30, 2007

ASSETS

Current Assets
Cash and cash equivalents
Accounts receivable - other
Accounls receivable - Federal
Inventcries
Total current assets

Noncurrent Assets
Capital assels
{.ess; Accumulated depreciation
Total noncurrent assets

Total assets

LIABILITIES
Current Liabilities
Accounts payable
Accrued payrall and withhoiding obligations
Total current liabilities
Total liabilities

NET ASSETS

Invested in capital assets, net of related debt

Unrestricted

Total net assets

Food Service Community Other Enierprise

Fund Education Fund Funds Total
] 739,423 5 3,170 § - 3 742,593
21,351 - - 21,351
71355 - - 71,355
832,129 3,170 - 835,299
1,180,144 - - 1,180,144
(816,109) - - (B816,109)
364,035 - - 364,035
5 1,196,164 5 3.170 3 - $ 1,199,334
& 4,464 3 - 3 - 5 4,464
4,464 - - 4,464
4,464 - - 4,464
364,035 - - 364,035
827,665 3,170 - 830,835
3 1,191,700 3 3,170 b - 3 1,194,870

The accompanying neotes are an integral parst of the financial statements.
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MUMLENBERG COUNTY SCHOOL DISTRICT

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS
PROPRIETARY FUNDS

For the year ended June 30, 2007

Frood Service CommLmnity Gay Care Operations
Fund Education Fund Fund Total

Operating Revenues

Food service sales 3 803,807 3 - 5 - 5 893,897

Other operating revenues - 9,060 285,013 294,073

Total operating revenues 883,897 9,060 285,013 1,187,970
Operating Expenses

Salaries and wages 1,380,869 75,6823 284,693 1,741,185

Professional and contract services 24,859 3,863 - 28,522

Supplies and materials 1,460,086 1,825 - 1,470,711

Depreciation 58,160 - - 59,160

Cther operating expansas 14,854 1,290 326 16,464

Total operating expenses 2,048,828 82,201 285,013 3,316,042
Operating income (loss) (2,054,931) {73,141) - {2,128,072)
Nonoperating revenues {expenses}

Federal granis 1,405,145 - - 1,405,145

State grants 28,680 - - 29,680

Other sfate funding 318,302 73,454 - 391,756

Donated commodities 284,062 - - 284 062

Interest income 57,561 - - 57,561

Total nonoperating revenues {expenses) 2,004,750 73,454 - 2,168,204
Net income (loss} 35,819 313 - 40,132
Total net assets, July 1, 2006 1,151,881 2,857 - 1,154,738
Total net assets, June 30, 2007 3 1,191,700 5 3,170 3 - 5 1,184,870

The accompanying notes are an integral part of the financiat statemenis.
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MUHLENBERG COUNTY SCHOOL DISTRICT
STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS

For the year ended June 30, 2007

Cash Flows from Operating Activities
Cash received from lunchreom sales
Cash received from government granis
Cash received fram other activilies
Cash payments to employees far services
Less accrued Eability
Cash paymenis to suppliers for goods and services
Cash payments for other operating activities
Net cash from operating activities

Cash Flows from Capital Financing Activities
Capital coniributicns
Acquisition of capital assets
Net cash from capital financing activities

Cash Flows from Noncapital Financing Activities
Nenoperating granis received
Net cash from noncapital financing activities

Cash Flows from Investing Activities
Interest en investments
Net cash flows from investing activities

Net increase in cash and cash equivalents
Cash and cash equivalents - beginning
Cash and cash equivalents - ending

Reconciliation of Operating Income {Loss) to Net Cash
Provided (Used) by Operating Activities
Operating income (loss)

Adjustments to Reconcile Operating Income (Loss) to
Net Cash Provided {Used) by Operating Activities
Depreciation
Interest
L.oss on disposal of assets
Changes in asseis and liabilities:

Receivablas
Inventory
Accounts payable
Accruad liabilities
Deferred revenue
Due to ather funds

Net Cash Provided by Operating Activities

Noncash noncapital financing activities:

During the year the district received 5 284,062 of food commedities from the U.S. Department of Agriculture.

Food Service Communify Day Care Operations
Fund Education Fund Fund Total

] 893,887 3 - 5 - 893,897
1,536,312 73,454 - 1,609,766
319,275 9,060 285,013 613,348
{1,380,869) {75,623) (284,693) (1,741,185)
{1,232,346) (5,303} - (1,237,649)
(6.6887) (1,290} {320} (B,297)

129,582 298 - 125,880
(103,658) - - (103,656)
{103,658) - - (193,656)

57,561 - - 57,561

57,561 i - 57,561

B3,487 298 - B3,785

655,936 2,872 - 658,808

3 739,423 3 3,170 3 - 742,593
$ 39,819 $ 313 g - 40,132
50,160 - - 59,160
(67,561) - - {57,561}

8,167 - - B,167

102,460 - - 102,460
(19,702) - - (19,702)
(2,761} {15) - (2,776)

§ 128,682 bl 298 5 - 129,880

The accompanying noles are an integral part of the financial statements,

15



MUHLENBERG COUNTY SCHOOL DISTRICT
STATEMENT OF FIDUCIARY NET ASSETS
FIDUCIARY FUNDS

June 30, 2007

ASSETS
Current Assets
Cash and cash equivalents
Accounts receivable
Total current assets
Noncurrent Assets
Capital assels
Total noncurrent assets

Total assetls
LIABILITIES
Current Liabilities
Accounts Payable
Due to student groups

Total current {labilities

Noncurrent Liabilities
Total noncurrent liabilities

Total liabilities
NET ASSETS

Invested in capital assets, net of related debt
Unrestricted

Total net assets

Other Fiduciary
Trust Fund Agency Fund Funds Total
83,835 635,983 8 719,818
- 5,368 5,368
83,835 641,351 725,186
83,835 641,351 § 725,186
- 56,403 5 56,403
- 584,948 584,948
- 541,351 641,351
- 641,351 541,351
83,835 - 83,835
83,835 - 5 83,835

The accompanying notes are an integral part of the financial statements.
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MUHLENBERG COUNTY SCHOOL DISTRICT
STATEMENT OF CHANGES IN FIDUCIARY NET ASSETS
FIDUCIARY FUNDS

For the year ended June 30, 2007

Other Fiduciary
Trust Fund Funds Total

Additions

Net interest and investment gains (losses) 3 2,247 3 - 3 2,247

Private donations - - -

Other additions 1,389,222 - 1,389,222

Total additions 1,391,469 - 1,391,469
Deductions

Scholarships awarded - - -

Other deductions 1,383,974 - 1,383,974

Total deductions 1,383,874 - 1,383,974
Transfers out - -
Change in net assets 7,495 - 7,495
Total net assets, July 1, 2006 76,340 - 76,340
Total net assets, June 30, 2007 $ 83,835 3 - $ 83,835

The accompanying notes are an integral part of the financial statements.
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MUHLENBERG COUNTY SCHOOL DISTRICT
Notes to the Basic Financial Statements
June 30, 2007

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Reporting Entity

The Muhienberg County Board of Education (Board), a five member group, is the level of government which has
oversight responsibilities over all activities related to public elementary and secondary school education within the
jurisdiction of the Muhlenberg County School District (District). The Board receives funding from local, state and
federal government sources and must comply with the commitment requirements of these funding source entities.
However, the Board is not included in any other governmental "reporting entity” as defined in Section 2100,
Cadification of Governmental Accounting and Financial Reporting Standards as Board members are elected by
the public and have decision making authority, the power to designate management, the responsibility to develop
policies which may influence operations and primary accountability for fiscal matters.

The District, for financial purposes, includes all of the funds and account groups relevant to the operation of the
Muhlenberg County Board of Education. The financial statements presented herein do not include funds of
groups and organizations, which although associated with the school system, have not originated within the Board
itself such as Band Boosters, Parent-Teacher Associations, etc.

The financial statements of the District include those of separately administered organizations that are controlled
by or dependent on the Board. Control or dependence is determined on the basis of budget adoption, funding
and appointment of the respective governing board.

Based on the foregoing criteria, the financial statements of the following organization are included in the
accompanying financial statements:

Muhlenberg County School District Finance Corporation - On July 22, 1988, the Muhlenberg County, Kentucky,
Board of Education resalved to authorize the establishment of the Muhlenberg County School District Finance
Corporation {(a non-profit, non-stock, public and charitable corporation organized under the School Bond Act and
KRS 273 and KRS Section 58.180) as an agency of the Board for financing the costs of school building facilities.
The Board Members of the Muhlenberg County Board of Education alsc comprise the Corporation's Board of
Directors.

Basis of Presentation

Government-wide Statements: The statement of net assets and the statement of activities display information
about the primary government (the District). These statements include the financial activities of the overall
government, except for fiduciary activities. Eliminations have been made to minimize the double-counting of
internal activities. These statements distinguish between the governmental and business-type activities of the
District. Governmental activities generally are financed through taxes, intergovernmental revenues, and other
nonexchange transactions. Business-type activities are financed in whole or in part by fees charged to external
parties.

The statement of activities presents a comparison between direct expenses and program revenues for the
different business-type activities of the District and for each function of the District’s governmental activities.
Direct expenses are those that are specifically associated with a program or function and, therefore, are clearly
identifiable to a particular function. Indirect expense allocations that have been made in the funds have been
reversed for the statement of activities.
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MUHLENBERG COUNTY SCHOOL DISTRICT
Notes to the Basic Financial Statements
June 30, 2007
NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Basis of Presentation (continued)

Program revenues include (a) fees, fines, and charges paid by the recipients of goods or services offered by the
programs and (b) grants and contributions that are restricted to meeting the operational or capital requirements of
a particular program. Revenues that are not classified as program revenues, including all taxes, are presented as
general revenues.

Fund Financial Statements: The fund financial statements provide information about the District's funds.
Separate statements for each fund category - governmental and proprietary are presented. The emphasis of
fund financial statements is on major governmental and enterprise funds, each displayed in a separate column.
All remaining governmental and enterprise funds are aggregated and reported as nonmajor funds.

Proprietary fund operating revenues, such as charges for services, result from exchange transactions associated
with the principal activity of the fund. Exchange transactions are those in which each party receives and gives up
essentially equal values. Nonoperating revenues, such as subsidies and investment earnings, result from
nonexchange transactions ar ancillary activities.

The District has the following funds:

Gavernmental Fund Types

These are the funds through which most governmental functions typically are financed. These funds included in
this category are as follows:

General Fund is the primary operating fund of the District. It accounts for financial resources used
for general types of operations. This is a budgeted fund, and any unrestricted fund balances are
considered as resources available for use. This is a major fund of the District.

Special Revenue Fund accounts for proceeds of specific revenue sources (other than expendable
trusts or major capital projects) that are legaily restricted to disbursements for specified purposes.
It includes federal financial programs where unused balances are returned to the grantor at the
close of specified project periods as well as state grant programs. Project accounting is employed
to maintain integrity for the various sources of funds. The separate projects of federally funded
grant programs are identified in the Schedule of Expenditures of Federal Awards included in this
report. This is a major fund of the District.

Capital Projects Funds are used to account for financial resources to be used for the acquisition or
construction of major capital facilities and equipment (other than those financed by Proprietary
Funds).

The Support Education Excellence in Kentucky (SEEK) Capital Qutlay Fund receives those

funds designated by the State as Capital Outlay Funds and is restricted for use in financing
projects identified in the District’ s facility plan.
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MUHLENBERG COUNTY SCHOOL DISTRICT
Notes to the Basic Financial Statements
June 30, 2007
NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Governmental Fund Types {continued)

The Facility Support Program of Kentucky (FSFK) Fund accounts for funds generated by the
building tax levy required to participate in the School Fagcilities Construction Commission's
construction funding and state matching funds, where applicable. Funds may be used for
projects identified in the District’ s facility plan.

The Construction Fund accounts for proceeds from sales of bonds and other revenues to be
used for authorized construction. This is a major fund of the District.

The Debt Service Fund is used to account for the accumulation of resources for, and the payment
of, general long-term debt principal and interest and related cost; and, for the payment of interest on
general obligation notes payable, as required by Kentucky Law.

Proprietary Fund Types

These funds account for operations that are organized to be self-supporting through user charges. The funds
included in this category are the Enterprise Funds and Internal Service Funds.

Enterprise Funds are used to account for those aperations that are financed and operated in a
manner simitar to private business or where the Board has decided that the determination of
revenues earned, costs incurred and/or net income is necessary for management accountability.

The Food Service Fund is used to account for school food service activities, including the National
School Lunch Program, which is conducted in cooperation with the U. S. Department of Agriculture
(USDA). Amounts have been recorded for in-kind contribution of commaodities from the USDA. The
Food Service Fund is a major fund.

The Community Education Fund is used to account for educational classes offered to the general
public.

The Day Care Operations Fund is used to account for after-school and summer day care services
offered to the generai public.

The District applies all Governmental Accounting Standards Board ("GASB") pronouncements as
well as the Financial Accounting Standards Board pronouncements unless those pronouncements
conflict with or contradict GASB pronouncements.

Internal Service Funds are established to account for the operation of district services that provide
goods or services to other district functions, or to other districts, or to other governmental units, on a
cost-reimbursable basis. This fund may also be used to account for funds passed through the
district in the case of the district acting as a fiscal agent for a particular group.
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MUHLENBERG COUNTY SCHOOL DISTRICT
Notes to the Basic Financial Statements
June 30, 2007
NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Fiduciary Fund Type (includes agency and trust funds)

Fiduciary Funds account for assets held by the District in a trustee capacity (trust funds) or as an agent on behalf
of others (agency funds).

The Agency Fund consists of Activity funds and accounts for activities of student groups and other
types of activities requiring clearing accounts, These funds are accounted for in accordance with
Accounting Procedures for Kentucky School Activity Funds.

The Trust Fund consists of Revolving funds of the County Employees Retirement System
Revolving Fund and the Kentucky KARE Revolving Fund,

The County Employees Retirement System Revolving Fund is a fund used to meet
retirement obligations.

The Kentucky KARE Revolving Fund is a fund used to meet monthly insurance premiums.
The balance at June 30, 2007, is to pay premiums for July and August, 2007. The balance
has accumulated as a result of withholdings by the District over a ten-month period to pay
premiums over twelve months.

Measurement Focus, Basis of Accounting

Government-wide and Proprietary Fund Financial Statements. The government-wide and proprietary fund
financial statements are reported using the economic resources measurement focus. The government-wide and
proprietary fund financial statements are reported using the accrual basis of accounting. Revenues are recorded
when earned and expenses are recorded at the time liabilities are incurred, regardless of when the related cash
flows take place. Nonexchange transactions, in which the District gives (or receives) value without directly
receiving {or giving) equal value in exchange, include property taxes, grants, entitements, and donations. On an
accrual basis, revenue from property taxes is recognized in the fiscal year for which the taxes are levied.
Revenue from grants, entitiements, and donations is recognized in the fiscal year in which all eligibility
requirements have been satisfied.

Governmental Fund Financial Statements. Governmental funds are reported using the current financial
resources measurement focus and the modified accrual basis of accounting. Under this method, revenues are
recognized when measurable and available. The District considers all revenues reported in the governmental
funds to be available if the revenues are collected within sixty days after year-end. Property taxes, sales taxes,
franchise taxes, licenses, and interest are considered to be susceptible to accrual. Expenditures are recorded
when the related fund liability is incurred, except for principal and interest on general long-term debt, claims and
judgments, and compensated absences, which are recognized as expenditures to the extent they have matured.
General capital asset acquisitions are reported as expenditures in governmental funds. Proceeds of general
long-term debt and acquisitions under capital leases are reported as other financing sources.

Under the terms of grant agreements, the District funds certain programs by a combination of specific cost-
reimbursement grants, categorical block grants, and general revenues. Thus, when program expenses are
incurred, there are both restricted and unrestricted net assets available to finance the program. Itis the District's
policy to first apply cost-reimbursement grant resources to such programs, followed by categorical block grants,
and then by general revenues.
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MUHLENBERG COUNTY SCHOOL DISTRICT
Notes to the Basic Financial Statements
June 30, 2007

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {(continued)

All governmental and business-type activities and enterprise funds of the District follow FASB Statements and
Interpretations issued on or before November 30, 1989, Accounting Principles Board Opinions, and Accounting
Research Bulletins, unless those prenouncements conflict with GASB pronouncements.

investments

KRS 66.480 authorizes the District to invest in obligations of the United States, U.S. government obligations and
contracts, obligations of U.S. government corporations, certificates of deposit, uncollateralized CD's, banker's
acceptances, commercial paper, bonds of Kentucky, securities issued by states or local governments or shares of
mutual funds

The District adopted GASB 31, Accounting and Financial Reporting for Certain Investments and for External
Investment Pools. This standard reguires investments to be accounted for at fair value, which is defined as the
amount at which a financial instrument could be exchanged in a current transaction between willing parties.

Budgetary Process

The District is required by state law to adopt annual budgets for the general fund, special revenue funds, debt
service fund and capital projects fund. Each budget is presented on the medified accrual basis of accounting
which is consistent with generally accepted accounting principles (GAAP).

The following procedures are followed in establishing the budgetary data reflected in the financial statements:
1. Prior to May 14 of the preceding fiscal year, the district prepares a tentative working budget for the next
succeeding fiscal year beginning July 1. The operating budget includes proposed expenditures and the

means of financing them.

2. A meeting of the Board of Education is then called for the purpose of adapting the tentative working
budget by May 15.

3. Prior to September 15, the working budget is legally enacted through passage of a resolution by the
Board of Education.

4, The budget must be submitted to the Kentucky Board of Education by September 15 for approval.

Once the budget is approved, it can be amended at the Function and Fund level. Amendments are presented o
the Board at their regular meetings. Such amendments are made before the fact.

Each budget is prepared and controlled by the budget coordinator at the revenue and expenditure function/object

level. Budgeted amounts are as amended. Individual amendments were not material in relation fo original
appropriations. All budget appropriations lapse at year-end.
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MUHLENBERG COUNTY SCHOOL DISTRICT
Notes to the Basic Financial Statements
June 30, 2007
NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Cash and Cash Egquivalents

The District considers demand deposits, money market funds, and other investments with an original maturity of
90 days or less, to be cash equivalents.

Inventories

Inventory in the General Fund consists of transportation supplies. All other supplies and materials in the General
Fund are charged to expenditures when purchased. Inventories are valued at cost using the first-in, first-out
method.

The Food Service Fund’s inventories consist of food and supplies valued at cost and government commadities,
whose value is determined by the U.S. Department of Agriculture,

Capital Assets

General capital assets are those assets not specifically related to activities reported in the proprietary funds.
These assets generally result from expenditures in the governmental funds. These assets are reported in the
governmental activities column of the government-wide statement of net assets but are not reported in the fund
financial statements. Capital assets utilized by the proprietary funds are reported both in the business-type
activities column of the government-wide statement of net assets and in the respective funds.

All capital assets are capitalized at cost (or estimated historical cost) and updated for additions and retirements
during the year. Donated fixed assets are recorded at their fair market values as of the date received. The District
maintains a capitalization threshold of one thousand dollars with the exception of computers, digital cameras and
real property for which there is no threshold. The District does not possess any infrastructure. Improvements are
capitalized; the cost of, normal maintenance and repairs that do not add to the value of the asset or materially
extend an assets life are not.

All reported capital assets are depreciated. Improvements are depreciated over the remaining useful lives of the
related capital assets. Amortization expense for capital leases are included with depreciation expense.
Depreciation is computed using the straight-line method over the following useful lives for both general capital
assets and proprietary fund assets:

Governmental Activities

Description Estimated Lives
Buildings and improvements 25-50 years
Land improvements 20 years
Technology equipment 5 years
Vehicles 5-10 years
Audio-visual equipment 15 years
Food service equipment 10-12 years
Furniture and fixtures 7 years
Rolling stock 15 years
Other 10 yvears
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MUHLENBERG COUNTY SCHOOL DISTRICT
Notes to the Basic Financial Statements
June 30, 2007

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)

Property Taxes

The Districts ad valorem property tax is levied each November 1 on the assessed value listed as of the prior
January 1 for all real and business personal property located in the District. Property taxes collected are recorded
as revenues in the fiscal year for which they were levied. The assessed value of the certified rofl, upon which the
levy for the 2007 fiscal year was based, was $ 1,208,214,362.

The tax rates assessed for the year ended June 30, 2007 to finance general fund operations and the FSPK Fund
were § .436 and § .061 per § 100 valuation, respectively, for a total of $ .497 per $ 100 valuation.

Taxes are due on November 1 and become delinquent by January 1 following the November 1 levy date. Current
tax collections for the year ended June 30, 2007 were 94.04% of the tax levy.

All property taxes collected are recorded as revenues in the general fund except for the portion (6.1¢) that must
be recorded in the FSPK Fund. The 6.1¢ is the amount necessary to produce the required 5¢ levy.

Deferred Revenues

Revenues from federal, state and local grants are considered to be earned to the extent of expenditures made
under the provisions of the grant and, accordingly, when such funds are received they are recorded as deferred
revenues until earned in the governmental funds financial statements.

NOTE B - ESTIMATES

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect reported amounts of
assets, liabilities, designated fund balances, and disclosure of contingent assets and liabilities at the date of the
general purpose financial statements, and the reported amounts of revenues and expenditures during the
reporting period. Actual results could differ from those estimates.

NOTE C - CASH AND CASH EQUIVALENTS

The District is required to execute a bond of depository. The depository bank deposits, for safekeeping and trust
with the District's third party agent, approved pledged securities in an amount sufficient to protect District funds on
a day-to-day basis during the period of the contract. Thatamount is $ 28,000,000 for the two year period ended
June 30, 2007.

Under the depository contract, the District, at its own discretion, invests funds in time deposits and certificates of
deposit provided by the depository bank at interest rates approximating United States Treasury Bill rates.

Custodial credit risk is the risk that in the event of a bank failure, the government's deposits may not be returned
toit. The District's investment policy requires the District's finance officer to monitor the safety of investments.
Also, the District is required by state statute that bank deposits in excess of FDIC insurance must be
collateralized. The District's bank balance was not exposed to custodial credit risk as of June 30, 2007.
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MUHLENBERG COUNTY SCHOOL DISTRICT
Notes to the Basic Financial Statements
June 30, 2007

NOTE C - CASH AND CASH EQUIVALENTS (continued)

Atyear end, the carrying amount of the District's cash and cash equivalents was § 16,137,286. Of the total cash
balance, § 323,075 was covered by Federal depositary insurance, $ 699,674 was collateralized by the Kentucky
School District Liquid Asset Fund Plus, held by the agent in the District's name, with the remainder covered by
collateral held by the pledging bank's trust department in the District's name. Cash equivalents are funds

temporarily invested in securities with a maturity of 80 days or less.

Cash and cash equivalents at June 30, 2007 consisted of the following:

Bank Book
Balance Balance
Old National Bank — checking $ 5,374,544 3 3669215
Old National Bank ~ ceriificate of deposit 8,458,314 8,458,314
Old National Bank — money market 950,355 950,355
Kentucky School District Liquid Asset Fund Plus 699,674 699,674
School Activity Funds — checking 581,004 562 587
School Activity Funds — certificates of deposit 73,3985 73,385
$ 16,137,286 $ 14,413,540
Breakdown per financial statements:
Governmental funds 3 12,951,129
Proprietary funds 742,593
Private purpose trust funds 83,835
Agency funds 635,983
$ 14,413,540

Due to the nature of the funds and limitations imposed by bond issue requirements, construction projects, and
federal financial assistance programs, cash within the following funds is considered to be restricted: SEEK Capital
Qutlay Fund, Facility Support Program (FSPK) Fund, Bond and Interest Redemption Fund, School Construction
Fund, Special Revenue (Grant) Funds and the Technology Fund.

General fund restricted cash as of June 30, 2007 consists of $ 14,776 restricted for the betterment of school
libraries.

NOTE D - INVESTMENTS

The former Greenville Independent School System, since merged with the District, was bequeathed 1/8 of an
estate in 1970. In addition, the School System was bequeathed 1/4 of the principal of two trust funds. In
accordance with the bequest, the income of the assets are restricted for use for the betterment of schoal libraries.
Investments are included in the balance sheet at fair market value, under the caption Investments. The types of

investments categorized below represent all types of investments utilized by the District during the period as of
June 30, 2007:
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NOTE D - INVESTMENTS (continued)

Weighted Average
Fund Type [nvestment Type Fair Value Maturity (months)  Rating
Governmental Common Stock $ 507,376 N/A N/R
Governmental Federal Home Loan Bank 1,096,454 12.9 AAA
Governmental Federal National Mortgage Association Pool 1,209,145 124.7 AAA

Total $__ 281297

Interest Rate Risk

interest rate risk is the risk that changes in market interest rates will adversely affect the fair value and
investment. The District manages its exposure to declines in fair value by purchasing a combination of shorter
and longer term investments and by timing cash flows from maturities so that a partion of the portfolio is maturing
or approaching maturity evenly over time as necessary to provide the cash flow and liquidity needed for
operations.

The District does not have a formal investment policy that limits investment maturities as a means of managing its
exposure to fair value losses arising from increasing interest rates.

Credit Risk

Credit risk is the risk that an issuer of an investment will not fulfill its obligation to the holder of the investment.
Under Kentucky Revised Statutes Section 66.480, the District is authorized to invest in obligations of the United
States and its agencies and instrumentalities, obligations and contracts for future delivery or purchase of
obligations backed by the full faith and credit of the United States or of its agencies, obligations of any corporation
of the United States government, certificates of deposit, commercial paper rated in one of the three highest
categories by nationally recognized rating agencies and shares in mutual funds. The District's investment policy
only allows investment choices that are in compliance with the state statutes. All investments held by the District
are insured or collateralized with securities held by the District or by its agent in the District's name.

Concentration of Credit Risk

The District's investment policy places no limit on the amount the District may invest in any one issuer. However,
the amount of money the District invests at any time in uncollateralized certificates of deposit issued by any bank,
bankers acceptances for banks, commercial paper or securities issued by a state or local government or any
agency thereof shall not exceed individually or in total 20% of total investments. More than 5 percent of the
District's investments are in Federal Home Loan Bank, Federal National Mortgage Association Pool and common
stock. These investments are 39%, 43% and 18%, respectively, of the District's total investments.
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NOTE E - CAPITAL ASSETS

June 30, 2007

Capital asset activity for the year ended June 30, 2007, was as follows:

Governmental Activities:

Capital assets not depreciated:
Land $
Construction in progress

Total capital assets not depreciated

Capital assets depreciated:
Land improvements
Buildings
Equipment
Technology equipment
Vehicles

Total capital assets depreciated

Less accumulated depreciation:
Land improvements
Buildings
Equipment
Technology equipment
Vehicles

Total accumulated depreciation

Total capital assets depreciated, net

Total capital assets, net £

Business-lype activities:
Capital assets depreciated:
Buildings %
Food service equipment
Equipment
Furniture and fixtures
Technology equipment
Total capital assets depreciated

Less accumulated depreciaticn;
Buildings
Food service equipment
Equipment
Furniture and fixtures
Technology equipment

Total accumulated depreciation

Total capital assets depreciated, net

Total capital assets, net 5

Balance Balance
July 1, June 30,
2006 Additions Deletions 2007
2510490 § - B - 3 2,510,480

267 521 1,389,041 957,119 699,443
2,778,011 1,389,041 957,119 3,209 933
1,071,500 752,048 70,000 1,753,548

63,473,853 303,324 1,067,300 62,709,877
1,856,583 101,797 115,722 1,942,658
4,067,144 1,084,441 1,356,851 3,794,634
4670253 658,444 127,992 5,200,705
75,239,333 2,800,054 2,737,965 75,401,422
559,855 67,077 44,792 682,140
13,715,813 1,252,748 683,995 14,284,564
1,239,346 171,827 103,161 1,308,012
3,271,542 296,395 1,302,161 2,265,776
3,182,434 202,973 118,250 3,357,157
22,068,990 2,081,018 2,252,359 21,897,648
53,170,343 819,036 485,606 53,503,773
55,048,354 % 2208077 $ 1,442,725 % 56,713,706

130,186 § - 3 - 3 130,186

1,181,237 103,656 237,700 1,047,183
2,765 - - 2,765
1,314,188 103,656 237,700 1,180,144
87,436 4,135 - 91,571
898,196 54,472 229,533 723,135
850 553 - 1,403

086,482 59,160 229,533 816,109

327,706 44 495 8,167 364,035

327,706 5 44486 § 8,167 & 364,035

Depreciation expense was not allocated to governmental functions, It appears on the statement of activities as

“unzllocated.”
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NOTE F - LEASE OBLIGATIONS AND BONDED DEBT
The amount shown in the accompanying basic financial statements as bonds payable represents the District's
future obligations to make payments relating to the bonds issued by the Kentucky School Facility Construction

Commission and the Kentucky Interlocal School Transportation Association {(KISTA).

The original amount of each issue, the issue dates, and interest rates are summarized below:

Issue Proceeds Rate Matures
Issue of 1893 (SFCC) $ 610,000 2.90% - 5.50% May 1, 2013
KISTA - 1997 Series (SFCC) 700,000 4.10% - 5.50% June 1, 2017
KISTA - July 1998 Remarketing Issue 1,075,000 4.30% - 4.50% June 1, 2008
KISTA - July 1998 Remarketing Issue 500,000 4.30% - 4.50% June 1, 2008

School Building Revenue Bonds Series 2000 5,270,000 4.75% - 5.40% May 1, 2020
School Building Refunding Revenue

Bonds Series 2002 7,830,000 1.70% - 4.50% August1,2013
School Building Revenue Bonds Series 2003
(SFCC) 7,640,000 2.00% -4.50% September1,2023
School Building Revenue Bonds Series 2004
(SFCC) 12,310,000 2.50%-4.63% April 1, 2024
School Building Refunding Revenue Bonds
Series 2007 4,015,000 3.40%-3.90% March 1, 2020
School Building Revenue Bonds Series 2007 2,000,000 3.63%-4.00% May 1, 2007

The District through the General Fund (including the Facility Support Program in Kentucky (FSPK} Fund and the
Support Education Excellence in Kentucky (SEEK) Capital Outlay Fund) is obligated to make lease payments in
amounts sufficient fo satisfy debt service requirements on bonds issued by the Kentucky School Facility
Construction Commission and the Kentucky Interlocal School Transportation Association (KISTA) to construct
school facilities. The District has an option to purchase the property under lease at any time by retiring the bonds
then outstanding.

The District has entered into "participation agreemenis" with the Kentucky School Facility Construction
Commission (SFCC). The Commission was created by the Kentucky Legistature for the purpose of assisting
local school districts in meeting school construction needs. This agreement provides that the commission will
remit a stated amount of bond principal and interest payments subject to approval by the Kentucky General
Assembly biennially. The District remains obligated for the full amount if approval is not obtained. The table below
sets forth the amount to be paid by the District and the Commission for each year until maturity of all bond issues.

On May 1, 1983, the Muhlenberg County School District Finance Corporation (Corporation) entered into a loan
agreement with the SFGC for improvements and renovations of Muhlenberg North and South Middle Schools.
The total loan amount is $610,000 and is to be repaid over 20 years with interest rates varying between 2.9% to
5.50%.

On December 1, 1997 the District entered into a lease agreement with the Kentucky Interlocal School
Transportation (KISTA) for the construction of eight classrooms at Central City Elementary School. The total loan
amount is $700,000 and is to be repaid over 20 years with interest rates varying between 4.10% to 5.5%. The
entire amount will be repaid by the SFCC.

On July 1, 1998 the District entered into a loan agreement with the Kentucky Interlocal School Transportation
Association (KISTA) to provide funding for Energy Improvements at multiple facifities and for HVAC renovations at
South Middie School. The total loan amount is $ 1,575,000 and will be repaid at 4.4% interest over 10 years.
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NOTEF - LEASE OBLIGATIONS AND BONDED DEBT (continued)

On March 16, 2000, the Muhlenberg County School District Finance Corporation issued School Building Revenue
Bonds, Series of 2000 in the amount of § 5,270,000. These bonds were issued to provide the required funds to
complete additions and renovations at Muhlenberg North Middle School. The bond is to be repaid over 20 years
with interest rates varying between 4.75% to 5.40%. A portion of these bonds, $3,655,000 were defeased in
2007.

On January 17, 2001, the Muhlenberg County School District Finance Corporation issued Qualified Zone
Academy Revenue Bonds, Series of 2001 in the amount of $ 767,000. These bonds were issued to provide the
required funds to complete additions and renovations at Muhlenberg North Middle School. There will be no
interest payment on the bonds. Holders are entitled to a credit against taxable income. The Board placed
$387,581 into an escrowed Guaranteed Investment Contract to defease the bonds by its maturity date of January
30, 2014,

On April 1, 2002, the Muhlenberg County School District Finance Corporation issued the Muhlenberg County
School District Finance Corporation School Building Refunding Revenue Bonds, Series of 2002 for $ 7,830,000
with an average interest rate of 4.03% to advance refund term bonds with an average interest rate of 5.84% and a
value of § 7,370,000. The term bonds mature on August 1, 2013 and are callable on August 1, 2012. The
revenue bonds were issued at par and, after paying issuance costs of $ 143,516, the net proceeds were
$7,686,484. The net proceeds from the issuance of the revenue bonds were used to purchase U.S. government
securities and those securities were deposited in an irrevocable trust with an escrow agent to provide debt service
payments until the term bonds are called on August 1, 2002. The advance refunding met the requirements of an
in-substance debt defeasance and the term bonds were removed from the District’s financial statements.

As a result of the advance refunding, the District reduced its total debt service requirements by $ 407,777, which
resulted in an economic gain (difference between the present value of the debt service payments on the old and
new debt) of § 316,146.

On August 1, 2003, the Muhlenberg County Schoot District Finance Corporation issued the Muhlenberg County
School District Finance Corporation School Building Revenue Bonds, Series of 2003 for $7,640,000. These
bonds were issued to finance the construction of the new Greenville Elementary School. The bond is to be repaid
over 20 years maturing on September 1, 2023 with interest rates varying between 2.00% and 4.50%.

On April 1, 2004, the Muhlenberg County Schoal District Finance Corporation issued the Muhlenberg Gounty
School District Finance Corporation School Building Revenue Bonds, Series of 2004 for $12,310,000. These
bonds were issued to finance the construction of the new South Elementary School and improvements at Longest
Elementary School. The bond is to be repaid over 20 years with interest rates varying between 2.5% and 4.65%.

On January 3, 2007, the Muhlenberg County School District Finance Corporation issued the Muhlenberg County
School District Finance Corporation School Building Refunding Revenue Bonds, Series of 2007 for $ 4,015,000
with an average interest rate of 3.739% to advance refund term bonds with an average interest rate of 5.388%
and a value of § 3,655,000. The term bonds mature on March 1, 2020 and are callable on January 1, 2017. The
revenue bonds were issued at par and, after paying issuance costs of $ 76,240, the net proceeds were
$3,938,760. The net proceeds from the issuance of the revenue bonds were used to purchase U.S. government
securities and those securities were deposited in an irrevocable trust with an escrow agent to provide debt service
payments until the term bonds are called on March 16, 2020. The advance refunding met the requirements of an
in-substance debt defeasance and the term bonds were removed from the District’s financial statements.

As a result of the advance refunding, the District reduced its total debt service requirements by § 243,093, which
resulted in an economic gain (difference between the present value of the debt service payments on the old and
new debt) of $ 196,059,
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NOTE F - LEASE OBLIGATIONS AND BONDED DEBT (continued)

On May 1, 2007, the Muhlenberg County Schoo! District Finance Corporation issued the Muhlenberg County
School District Finance Corporation School Building Revenue Bonds, Series of 2007 for $2,000,000. These
bonds were issued to finance the construction of the new Central City Elementary School gymnasium. The bond
is to be repaid over 20 years maturing on May 1, 2027 with interest rates varying between 3.625% and 4.00%.

The bonds may be called prior to maturity and redemption premiums are specified in each issue. Assuming no
bonds are called prior to scheduled maturity, the minimum obligations of the District, including amounts to be paid
by the Commission, at June 30, 2007 for debt service (principal and interest) are as follows:

School Facility

Muhlenberg County Construction
School District Commission
Year Principal Inferest Principal Interest Total
2007-08 3 1,050,905 § 730046 & 597,095 § 541,547 § 2,919,593
2008-09 959,636 690,329 615,364 521,739 2,787.067
2009-10 1,001,076 649,056 640,924 496,179 2,787,235
2010-11 1,041,265 605,015 667,735 469,368 2,783,383
201112 1,090,143 558,079 695,857 441,246 2,785 325
2012-13 1,134,165 511,905 723,835 413,268 2,783,173
201314 1,168,774 471,399 721,226 384,012 2,745 411
2014-15 1,016,883 428,929 750,117 355,122 2,551,051
2015-16 1,054,219 389,509 780,781 324,458 2,548,967
2016-17 1,085,101 347,822 812,899 292,339 2,548,161
2017-18 1,138,355 303,817 791,645 257,989 2,491,808
2018-19 1,185,521 257,367 824,479 225,109 2,492,476
2019-20 1,235,475 208,041 859,525 190,033 2,493,074
2020-21 857,214 155,674 767,786 153,256 1,833,930
2021-22 897,944 117,150 802,056 118,985 1,836,135
2022-23 912,098 76,399 837,902 83,139 1,909,538
2023-24 941,234 34,796 B53,766 45,273 1,875,069
2024-25 67,489 8,195 62,511 7,805 146,000
2025-26 69,989 5,495 65,011 5,305 145,800
2026-27 67,388 2,696 67,612 2,704 140,400

§ 17984874 ¢ 6,551,718 $ 12938126 $ 53288768 § 42,803,594
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NOTE F - LEASE OBLIGATIONS AND BONDED DEBT (continued)

A summary of Long-term liability activity for the year ended is as follows:

Beginning Ending Due within
Balance Additions Reductions Balance QOne Year
PRIMARY GOVERNMENT
Governmental activities:
KISTA § 825000 % — § (M2000) $ 613,000 § 223,000
Revenue bonds 29,295,000 6,015,600 (6,000.000) 30,310,000 1,425,000

§30.120.000 5 6.015.000 § (5.212.000) $30923.000...5_ 1,648,000

NOTE G - ACCUMULATED UNPAID SICK LEAVE BENEFITS

Upon retirement from the school system, an employee will receive from the District an amount equal to 30% of
the value of accumulated sick leave. At June 30, 2007, this amount totaled $ 905,316 for employees with 5 or
more years of experience.

Sick leave henefits are accrued as a liability using the vesting method. An accrual for earned sick leave is made
to the extent that payment is probable. The liability is based on the District's accumulated benefits as of the
balance sheet date.

The entire compensated absence liability is reported on the government-wide financial statements.

For governmental fund financial statements the current portion of unpaid accrued sick leave is the amount
expected to be paid using expendable available resources. These amounts are recorded in the account
"accumulated sick leave payable” in the general fund. The noncurrent portion of the liability is not reported.
NOTE H - RETIREMENT PLANS

Kentucky Teachers' Retirement System (KTRS)

Plan Description: The Muhienberg County School District contributes fo the Teachers’ Retirement System of
Kentucky (KTRS), a cost sharing, multiple employer defined benefit pension plan. KTRS administers retirement
and disability annuities, and death and survivor benefits to employees and beneficiaries of employees of the
public school systems and other public educational agencies in Kentucky.

KTRS was created by the 1938 General Assembly and is governed by Chapter 161 Section 220 through Chapter
161 Section 990 of the Kentucky Revised Statutes (KRS). KTRS issues a publicly available financial report that
includes financial statements and required supplementary information for the defined benefit pension plan. That
report can be obtained by writing to Kentucky Teachers' Retirement System, 479 Versailles Road, Frankfort, KY
40601.

Funding Policy. Contribution rates are established by KRS. Members are required to contribute 9.855% of their
salaries to KTRS. The Commonwealth of Kentucky is required to contribute 13.105% of salaries. The federal
program for any salaries paid by that program pays the matching contributions. KTRS requires that members of
KTRS occupy a position requiring either a four (4) year college degree or certification by KY Department of
Education (KDE).
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NOTE H - RETIREMENT PLANS (continued)

Keniucky Teachers' Retirement System {KTRS) (continued)

The Muhlenberg County School District's total payroll for the year was $ 28,021,945, The payroll for employees
covered under KTRS was $ 21,230,263. For the year ended June 30, 2007, the Commonwealth contributed
$2,523,976 to KTRS for the benefit of our participating employees. The District's contributions to KTRS for the
year ending June 30, 2007 were § 258,277 which represent those employees covered by federal programs.

Amortized book value of investments as of June 30, 2006 was $13,161,470,370. Fair market value of investments
as of June 30, 2006 was $13,898,689,351,

Benefits: The pension plan will vary based on final compensation, years of service and other factors as fully
described in the Plan documents. All benefits vest after five years of service.

On-behalf Payments: The District records the 13.105% contributions made by the Commonwealth of Kentucky, as
required to conform with generally accepted accounting principles. This amount was $ 2,523,976,

Classified Employees

Plan Description: All full-time employees of the Muhlenberg County School District that are not covered under
KTRS, are covered by the County Employees Retirement System (CERS), which is a cost-sharing multiple-
employer defined benefit plan. KRS 78.510 through 78.852 of the Commonwealth of Kentucky assigns the
authority to establish and amend the benefit provision of the plan. The County Employees Retirement System
issues a publicly available financial report that includes financial statements and required supplementary
information for CERS. That report may be obtained by writing to Kentucky Retirement Systems, Perimeter Park
West, 1260 Louisville Road, Frankfort, KY 40601-6124, or by calling 502-564-4646,

Funding Policy: CERS members are required to contribute 5% of their gross earnings to the pension plan. The
District is required to contribute at an actuarially determined rate; the current rate is 13.16% of the annual covered
payrall. The contribution requirements of plan members and the employers are established and may be amended
by the CERS Board of Trustees as required by KRS 61.565.

The District’s total payroll for the year ended June 30, 2007 was $ 28,021,945 and the payroll for employees
covered under CERS was $ 6,205,050.

The contribution requirement for CERS for the year ended June 30, 2007 was $ 1,130,124 which consisted of
$ B18,572 from the District and $ 311,552 from the employees.

Benefits: The pension plan provides for retirement, disability, and death benefits. A member may retire after
reaching the age of 55 or accumulating 27 years of service with the District or another entity covered by the
CERS. Benefits vest after 5 years of service. Employees who retire at or after age 65 with 48 or more months of
credited service are entitled to pension payments for the remainder of their lives equal to between 2.0% and 2.2%
of their final, five-year average salary times the number of years for which they were employed by a participant in
the retirement system. The final compensation is the average of the five fiscal years during which the member
had the highest average monthly satary.

Pension provisions include death and disability benefits. Disability benefits are calculated the same as for normal
retirement except that additional years of service may be added to the employee’s account, depending on the
employee's age and years of service. Death benefits payable to the beneficiary are based on the amount payable
had the member filed for retirement at the time of death. If the beneficiary is one persan, that person may choose
a lifetime monthly benefit.
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NOTE H - RETIREMENT PLANS (continued)

Three-year Trend Information. Employer contributions (in thousands):

Net
Fiscal Required Percentage Pension
Year Contribution Contributed Obligation
2005 b 473 100% 3 -0
2006 b 664 100% $ -0-
2007 % 818 100% § -0-

NOTE | - COMMITMENTS AND CONTINGENCIES

The District receives funding from federal, state and local government agencies and private contributions. These
funds are to be used for designated purposes only. For government agency grants, if the grantor's review
indicates that the funds have not been used for the intended purpose, the grantors may request a refund of
monies advanced or refuse to reimburse the District for its disbursements. The amount of such future refunds
and unreimbursed disbursements, if any, is not expected to be significant. Continuation of the District's grant
programs is predicated upon the grantors’ satisfaction that the funds provided are being spent as intended and
the grantors' intent to continue their programs.

The District entered into a contract with Clotfelter-Samokar for the construction of a new Central City Elementary
School gymnasium. The total contract price is $ 2,275,803 (including change orders) of which $ 82,983 was
expended on the project at June 30, 2007.

The District entered into a contract with Alliance Corporation for the construction of Muhlenberg South Elementary
School. The total contract price is $ 7,622,961 (including change orders) of which $ 7,542,961 was expended on
the project at June 30, 2007.

On February 1, 2006 the District entered into a contract with Cinergy Communications Company to provide a
district-wide fiber optic network between the central office and each of the individual schools and the bus garage.
The total contract price is $ 600,000 of which $ 52,314 was expended on the project at June 30, 2007.

On December 28, 2006 the District entered into a lease agreement with the Central Kentucky Educational
Cooperative, Inc. (CKEC) to provide up to $ 750,000 worth of electronic equipment to five schools. In
consideration of this lease, the District agreed to pay $ 75,000 for the initial term ending June 30, 2007 and
$ 150,000 for each suceeding year through November 15, 2011. The Board has the right, with a 60 day notice,
not to exercise its option to renew each year.

NOTE J - INSURANCE AND RELATED ACTIVITIES
The District is exposed to various forms of loss of assets associated with the risks of fire, personal liability, theft,
vehicular accidents, errors and omissions, fiduciary responsibility, etc. Each of these risk areas are covered

through the purchase of commercial insurance. The District has purchased cerain policies which are
retrospectively rated which includes worker's compensation insurance.
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NOTE K - RISK MANAGEMENT

The District is exposed to various risks of loss related to torts; theft of, damage to, and destruction of assets;
errors and omissions; injuries to employees; and natural disasters. To obtain insurance for errors and omissions,
and general liability coverage, the District participates in the Kentucky School Boards Insurance Trust Liability
Insurance Fund. These public entity risk pools operate as commeon risk management and insurance programs for
all school districts and other tax supported educational agencies of Kentucky who are members of the Kentucky
School Boards Association. The district pays an annual premium to each fund for coverage. Dividends may be
declared, but are not payable until twenty-four (24) months after the expiration of the self-insurance term. The
Liability Insurance fund pays insurance premiums of the participating members established by the insurance
carrier. The Trust can terminate coverage if it is unable to obtain acceptable excess general liability coverage and
for any reason by giving ninety (90) days notice. In the event the Trust terminated coverage, any amount
remaining in the Fund (after payment of operational and administrative costs and claims for which coverage was
provided) would be returned to the member on a pro rata basis. Contributions to the KARE Workers
Compensation Plan for worker's compensation are based on premium rates established by such fund, subject to
claims experience modifications and a group discount amount. Annual payroll audits are conducted by the Fund
with a balance due or receivable.

The District purchases unemployment insurance through the Kentucky School Boards Insurance Trust
Unemployment Compensation Fund; however, risk has not been transferred to such fund, In addition, the District
continues to carry commercial insurance for all other risks of loss, Settled claims resulting from these risks have
not exceeded commercial insurance coverage in any of the past three fiscal years,

NOTE L - DEFICIT OPERATING/FUND BALANCES
There are na funds of the District which currently have a deficit fund balance. The following funds had operations
that resulted in a current year deficit of revenues over expenditures resulting in a corresponding reduction of fund
balance:

Capital Qutlay $ (209,600)

Building (1,328)
NOTE M - COBRA

Under COBRA, employers are mandated to notify terminated employees of available continuing insurance
coverage. Failure to comply with this requirement may put the District at risk for a substantial loss (contingency).

NOTE N - TRANSFER OF FUNDS

The following transfers were made during the year.

From To
Type Fund Fund Purpose Amount
Matching 1 2 Technology Match $ 114,648
Operating 1 360 Construction 1,776,692
Operating 310 360 Construction 209,600
Operating 320 360 Construction 12,210
Operating 360 360 Construction 310,088
Operating 1 400 Debt Service Obligations 132,640
Operating 320 400 Debt Service Obligations 1,165,852
Operating 310 400 Debt Service Obligations 464,850

$ 4,186,451
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NOTE O - DEFERRED COMPENSATION PLAN

The District offers its employees deferred compensation plans created in accordance with Internal Revenue Code
Sections 401(k) and 403(b). Employees are allowed to contribute to the Plans up to the Internal Revenue Code
maximum allowable amount. The District does not contribute to the Plans.

The District offers its employees a deferred compensation plan created in accordance with Internal Revenue
Code Section 457. The Plan, available to all District employees, permits them to defer a portion of their salary
until future years. Participation in the plan is optional. The deferred compensation is not available to employees
until termination, retirement, death or unforeseeable emergency. GASB Statement No. 32, Accounting and
Financial Reporting for Internal Revenue Code Section 457 Deferred Compensation Plans, allows entities with
little or no administrative involvement and wha do not perform the investing function for these plans to amit plan
assets and related liabilities from their financial statements, The District therefore does not show these assets
and liabilities on its statements.

[nvestments are managed by the Plan’s trustee under one of four investment options, or a combination thereof.
The choice of the investment option(s) is made by the participants.

NOTE P - SIGNIFICANT TAXPAYER

For the year ended June 30, 2007, the District received $ 6,047,849 from the Tennessee Valley Authority (TVA)
as payment in-lieu-of-tax, which represented 13.4% of total gavernmental fund revenues.

NOTE Q - ON - BEHALF PAYMENTS

For the year ended June 30, 2007, total payments of $ 8,505, 196 were made for life insurance, health insurance,
KTRS matching and administrative fees by the Commonwealth of Kentucky on behalf of the District. These
payments were recognized as on-behalf payments and recorded in the appropriate fund's revenue and expense
accounts on the statement of revenue, expenditures and changes in fund balances.

NOTER - PRIOR PERIOD ADJUSTMENT
The accompanying financial statements for 2007 have been adjusted for bus garage inventory not recorded

previously. The effect of the restatement was to increase beginning net assets for the period ended June 30,
2006, by $ 171,220,

Net Assets, Beginning
As Previously Inventory Net Assets
Reported Restatement As Restated
Governmental Activities
Net Assets $ 37,322,443 $ 171,230 $ 37,483,673
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Required Suppiementary Information
MUHLENBERG COUNTY SCHOOL DISTRICT
Budgetary Comparison Schedule - General Fund
For the year ended June 30, 2007

Revenues
From local sources
Property taxes
Maotor vehicle taxes
Unmined minerals
Liility taxes
Other taxas
Revenue other local government units
Tuition and fees
Transportation
Earnings on investments
Community service activities
Other local revenues
State sources
SEEK
QOther
Federal - direct
Federal - indirect
Intermediate sources
Other revenues
Total revenues

Expenditures
Instruction
Suppart services
Student
Instruction siaif
District administration
Schoal administration
Business
Piant operation and maintenance
Student transportation
Central office
Food service operation
Community services
Facilities acquisition and construction
Other
Total expenditures

Excess (deficit) of revenues over expenditures

Other Financing Sources (Uses)
Capital lease progeeds
Operating transfers in
Operating transfers out
Total other financing sources {uses)

Excess (deficit) of revenues and other
financing sources over expenditures and
other financing uses

Net ehange in fund balances
Fund balance, July 1, 2006

Fund balance, June 30, 2007

Note : Gn-behalf payments are not budgeted.

Variance with

Final Budgat
Budgeted Amounts Aciual Favorable

Original Final {Budgetary Basis) (Unfavorable)
4,125,000 5 4,315,000 3 4,248,169 b (66,831)
650,000 825,000 890,198 65,198
75,000 125,000 124,381 819)
22,006 23,000 23,157 57
5,500,000 6,613,244 6,613,244 -
130,513 169,000 91,771 (77,229)
275,150 691,000 677,051 (13,949)
3,644 - - -
101,100 101,935 237,480 135,555
20,061,452 20,448,000 20,448,400 400
71.417 147,000 6,371,271 6,224,271
37,000 75,000 44,515 (30,485)
- - 2,136 2,138
50,000 106,200 112,068 5,858
31,102,276 33,639,378 39,883,841 6,244,462
21,519,563 18,508,251 23,899,410 (65,391,159}
967,729 1,073,418 1,144,385 {70,987}
B47,238 859,720 1,063,14¢ (193,429
1,842,358 1,615,345 967,265 648,080
1,432,537 1,486,087 1,568,734 {83,647}
580,060 1,411,401 691,604 719,797
3,263,384 3,986,760 4,301,450 {314,600}
2,605,610 2,855,374 3,317,467 (458,093}
75,525 63,200 56,783 6,417
49,052 66,607 60,989 5,618
3,738,606 8,552,145 35,527 8,516,618
2,774,002 3,161,667 - 3,161,667
39,595,666 43,643,875 37,097,763 6,546,212
{B8,493,390) (10,004.536) 2,786,078 12,750,674
- 750,000 - (750,000)
(715,445) (1,708.185) (1,709,185) -
(715,445) {955,185) (1,709,185) (750,000)
{9.208,835) (10,863,781} 1,076,893 12,040,674
(9,208,835) (10,963,781} 1,076,883 12,040,674
9,208,835 10,863,781 11,848,655 484,874
- § - 3 12,825,548 3 12,925,548
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Required Supplementary Infermation

MUHLENBERG COUNTY SCHOOL DISTRICT

Budgetary Comparison Schedule - Special Revenue Fund

For the year ended June 30, 2067

Revenues
From local sources
Property taxes
Metor vehicle taxes
Unmined mingerals
Utility taxes
Oiher taxes

Revenue other local government units

Tuition and fees
Transportation
Earnings on investments
Student activities
Other local revenues
Siate souices
SEEK
Other
Federal - direct
Federal - indirect
Intermediate sources
Other revenues
Total revenues

Expenditures

Instruction

Support services
Student
Instruction staff
District administration
School administration
Business

Plant aperation and maintenance

Student franspostation
Central office
Food service operation
Community services

Facilities acquisition and construction

Other
Total expenditures

Excess {deficit) of revenues over expenditures

Other Financing Sources {Uses)
Operating transfers in
Operating transfers out

Total other financing sources {uses)

Excess (deficit) of revenues and other
financing sources over expenditures and

other financing uses

Net change in fund balances
Fund balance, July 1, 2006
Fund balance, June 30, 2007

Variance with

Final Budget
Budgeted Amounts Actual Favorahle

Original Final {Budgelary Basis) {Unfavorable)
- % - § - -
- - 31,342 31,342
1,685,018 1,886,901 1,819,802 {67,099)
93,000 80,543 82,788 2,245
3,270,814 3,218,973 3,168,523 {51,450)
57,363 58,164 59,770 1,606
5,076,196 5,245,581 5,162,225 (83,356)
4,385,652 4,281,412 4,513,892 (232,480)
21,500 36,176 90,814 (54,638)
26,094 148,920 135,838 10,082
- 1,240 687 553
119,340 229,296 (147,169) 376,465
- 107,700 150,145 (42,445)
583,280 554 485 528 666 25,819
5,135,866 5,380,229 5,276,873 83,356
(59.670) (114,648) (114.648) -
59,670 114,648 114,648 -
59,670 114,648 114,648 -
N 3 _ 3 _ N
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MUHLENBERG COUNTY SCHOOL DISTRICT
COMBINING BALANCE SHEET
NONMAJOR GOVERNMENTAL FUNDS
June 30, 2007
Capitat Qutlay Debt Service Total Nonmajor
Fund Building Fund Fund Govt. Funds

ASSETS
Cash and cash equivalents k3 - 5 10,882 3 - 3 10,882
Investments - - - -
Accounts receivable
Taxes - current - . _ _
Taxes - delinguent - - - -
Other - - . .
intergovernmenial - State - - - -
Intergovernmental - Federal - - - -
Prepaid expense - - - -
Due frem other funds - - - -
Interest receivable -

Total assets 3 - § 10,882 3 - $ 10,882

LIABILITIES AND FUND BALANCES

Liahilities
Accounts payable b - 5 - 3 - $ -
Retained percentage contracts - - - -
Accrued payroll and related expenses - - - .
Due to other funds - - - -
Deferred revenues - - - _
Obligations under capital lease - - - -
Debt obligations - - . .

Total liahilities - - - -

Fund Balances

Retained earnings
Restricted for inventory/fixed assets - - - -
Unrestricted - - - -

Fund balances
Restricted for libraries - - - -
Restricted for sick l=ave payable - - - .
Encumbrances - current year - - - -
Restricted far construction - 10,882 - 10,882
Unreserved -

Total fund halances - 10,882 - 10,882

Total Habhilities and fund balances 3 - 8 10,882 3 - 3 10,882
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MUHLENBERG COUNTY SCHOOL DISTRICT
COMBINING STATEMENT OF REVENUES, EXPENDBITURES, AND CHANGES [N FUND BALANCES
NONMAJOR GOVERNMENTAL FUNDS
For the year ended June 30, 2007
Capital Qutlay Debt Service Total Nonmajor
Revenues Fund Building Fund Fund Govi, Funds

From local sources
Property taxes § - 5 04,107 5 - 5 604,107
Motor vehicle taxes . - - .
Unmined minerals - - - .
Utility taxes - - _ .
Other taxes - - . -
Revenue ather local government units - - “ -
Tuition and fees - - - -
Transporiation - - - -
Earnings on investments - - - -
Student activities - - - -
Other local revenues - - - -

State sources
SEEK - - _
QOther 467,450 884,722 - 1,352,172

Intermediate sources - - - -

Federal - direct . - - - -

Federal - indirect - - - -

Qther revenues

Total revenues 457,450 1,488,829 - 1,956,279

Expenditures

Instruction - - - R

Support services
Student - - - -
Instruction siaff - - - .
Bistrict administration - - - -
School administration - - - .
Business - - - -
Plant operation and maintenance - - - .
Student transportation - - - -
Central office . - _ .

Food service aperatian - - - -

Community service activities - - - -

Facilities acquisition and constructicn - - 76,240 76,240

Other - - 1,763,342 1,763,342

Total expenditures - - 1,839,582 1,839,582

Excess (deficit) of revenues over expenditures 467,450 1,488,829 (1,839,582) 116,697

Other Financing Scurces (Uses)
Proceeds of refunding debt - - 4,015,000 4,015,000
Payment to refunding debt escrow agent - - (3,938,760) (3,938,760}
Operating transfers in - - 1,763,342 1,763,342
Operating transfers out (677,050) (1,490,157} (2,167,207}

Total other financing sources {uses) (677,050) (1,490,157} 1,839,582 {327,625)

Excess {deficit} of revenues and other
financing sources over expenditures and
other financing uses {209,600) (1,328) - (210,928)

Net change in fund balances {209,500} (1,328) - {210,928)
Fund balance, July 1, 2006 209,800 12,210 - 221,810

Fund balance, June 30, 2007 S - B 10,882 3 - % 10,882
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MUHLENBERG COUNTY SCHOOL DISTRICT

STATEMENT OF RECEIPTS, DISBURSEMENTS AND FUND BALANCE

J.P. MORGAN
Year ended June 30, 2007

BEGINNING FUND BALANCE, July 1, 2006
RECEIPTS
Dividends received

Gain on sale of investment
Increase in fair value of investments

DISBURSEMENTS
Instruction
Commission

EXCESS OF RECEIPTS OVER DISBURSEMENTS

OTHER FINANCING SOURCES (USES)
Operating transfer out

NET CHANGE IN FUND BALANCE

ENDING FUND BALANCE, June 30, 2007
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$ 380,288

9,044

135,673

144,717

2,853

2,853

141,864

141,864

$522,152



MUHLENBERG COUNTY SCHOOL DISTRICT
KENTUCKY TEACHERS' RETIREMENT SYSTEM
ACCOUNTING INFORMATION
June 30, 2007

Governmental Accounting Standards Board Statement No, 25 and 27 sets forth certain items of required
supplementary information to be disclosed in the financial statements of the System and the employer.
One such item is a distribution of the number of employees by type of membership, as follows:
Number of Active and Retired Members
as of June 30, 2006

Group Number

Retirees and Beneficiaries
currently receiving benefits 38,497

Terminated employees entitled
to benefits but not yet

receiving benefits 4,275
Active Plan Members: 73,740
TOTAL 116,512

49



0s

O\\DDO.V..... .......4............#m _..no_u.m_u_.cm mmn;_ucm*
2__m—‘.xt:._<< gom._\..-... ............HC&EHMJ.—.U( m:_H;IMIH_.DIHmOO

%0e8 ~00¢" ~ 89sealou| lejes pajoslold
960G 2L UIN @Y 1o eey Juaunsaal)
19SUBI POLIOOLUSG JBBA~G  ++wremerserseesenss POUISI LOHEN[EA 19SSY

e nolad Uonezilowy Bujuiewey
uadoy ‘Aed [0 WBDIag [BAST T pOYISINL UOBZIHOWY
H_Umn_u H__LD ﬁm“um.ﬂon_n_:..........v.....y....:....ﬁOPE,MEQH Hmoo _m._-mmn#U(
QOIQE/G: e et gie T OB

SIBSA 0F°

"SMO||0} UOIIENEA [BLIBNIO. 1S8]8] 9] JO

SE UOIBLLIOJUI [BUOIIPPY "GO0Z ‘0 SUNT 18 UCHEN[EA [BLENIOE SU) JO Led SE pauluLalep sem sa|npayas Aejuawwaiddns paynbal sy ul pajuasaid uonewiloju sy

‘suoidwnsse |ejusliaiosp ut abueyo sposyey,

Z'L6l L1¥'668'2 L'es oFLL9¥'S 182'¥2e'0T LP9'2G8'F1 90/0£/9
829} DEY'EDL'E £9. /20'9ES'y 0/8'VEL'BL £¥8'865' L G0/0E/O
€421 £EG'L1O'C 608 GG CIE'E 929'/19°21 LEL'SSE Pt #0/0€/9
£'601 LEL'IBY'E G'eg $66'084'2 L82'¥659L 08/'coB'clL £0/0£/9
L'L6 €99'cle'z 9'ag 9z2'e0L'e 7/6'G69°GL /¥8'885'cl Z0/0E/9
209 AR ArA S 8'06 896'2vE'L $ BCLZPO'VL LOL'6BZ'EL & «L0/0E/9

(9/le~q)) &) lae) {e~q) {al ]

loJAed nun psosioly

paiarod jo (vvn) (vv) Aupgert s}assy ajeq

mmmwcmu._mn_ m_O;mn“ onley VY paniady Jo anjea uojlenjea

B SE YN P2A3A0D papun4g paspunjun |elenoy feuenjoy jeuen}ay

(spuesnou} Ul Junowe Je(joq)
ssalfold Buipung jo snpsyag

'MOjag Umoys se ssalboad Buipuny jo 3INpayas 2y} SI WS} Yans Jayiouy

£00Z ‘o¢ sunp
NOLLVINYOINI ONILNNOJOV
WIISAS INIINIHILTY SHIHOVIL AMONLNIM
LO14.LS1A TOOHIS ALNAOS DYIANITHAN



LS

.5'z2ar 2BL'GELE 69L'Z5b'E ZriLors uaiEonpRy 40 Juswyedag ‘St (EjoL
- £LL'pl ELL'FL - 008'tZ 98 9z1 pg BUaY [BUONEIOA 'SaDIAIBG UOLENIGEYSY
u:m_an_m_.)mD S2U0PIOAA 10} 1aUIgED
_a_U:Emv‘_ 10 L{EamuowicD all zm:n:E Passed
- - - - YOG'EL LGy ¥ gLE¥8 ABojouyaa ] uBnouy) uoneonpy Buioueyul
186'LL ¥92'6E LA - G9L'LL Q95Zy X 8LEPS ABojoutfaa y yBrnou ) uoeanpy Bulsueyus
{28) (ZLE'P) oog'st 52202 ¥50'92 95Zp ¥ 8LEWE ABojouyaay, uinouy | uojeanpg Buisueyus
- Lv0'gl 16602 956'7 LbL'LE 0652y X HLE'PY ABojouyoa) ybnosy | uoyesnp3 Buisueyus
- ceL'y 86¥'L (ze2'e) ZoL've GoZP X gLEPa ABojouyoa} ybinoly ) voneanps Bujsueyus
- - - - 559'L8 150F 931 vd saljuNWICD PUE Sjoouds 3314 Bnig pue aieg Al 3l
L0P'L LOD'TL 009'ol - 05158 9%0F 9g1'+a SaNUNWWED PUE §j20405 3214 Bnig pue ates Al 9L
- }G9'EE 009'se BF6'L ZZe'ee GS0F 981 va s3I)(UNWLUCD PUE S80S 3314 Bnig pue afes Al aplL
riz2'0e ZelL'Lse 16'0Z¢ - ZelL'ise 2L0F Y L9EFE Buginioey g Buluely |edipuld °g 19U0Ea ] v Hed 1 3L,
- - 51 v04 g5L'p0L 956'098 9i0F Y L9EFH Buginuzay g Buiuiel g |ediound 3 1BUYoEa] W HEed | 9L,
116'9EL L1B'9EL - - 1Z9'6¥L L05E d BGEPE wesfiold WBWaARIUIY UOREDAPT [BINY,
2.9'8% z.8'861 00z'00L - Z.8'851 905e g ®GE'PH wei80.d JUBLIBASIYOY UOKEDNPT JBiNY,
- 259'624 £ZL'EEL GIv'E £29'591 G0SE 8 8588 weufiold JIaWaARIHDY UOREonpT jeiny.
B9B6'9 0cl'ss ZELLS - 0oL'es 18YE ela i) salejg 0] sjueld oIseq p3 [BLDJEI0A
- LIV'E LiV'E - Liv'E YO8¥E 2v0'va Janofue] seleig o) siueis diseq P [SLOJRIOA
- - LEP'E LEF'D L6L'9% 9BvE 87078 S8]E15 0] SiUBID) JIseq p3 [BUOJRIOA
- - 955'L 965"l 965'L YSRPE 8¥0+a lanohue) salelg 0] Slu2ig) DISeq P [BUOHROOA
8L L £H9'GR DOG'YE - 9EG'eL LEVE v o£liba plemy 1aalS/oiseq g-v3ql
- SYE'VE 956'AE LLa'pL 9GF'gs 9EPE Y £llvE plEmy JaAlgRIseq g-v3aal
- - - - G12'9/6 LIEE ¥ lZ0v8 plemy J2AlGIsE] g-vaal
LPE'2PL 565’8 SZF'GLL LAL'BY 915'6/6 QLS Y 17098 plEmy JaalgpIseq g-y3al
- - 100'erL L00ZFL 9r9'gcE GLEE Y IZ0v8 plEMy J3AISISEY 9-Yad
SIS - voneonpy jeraads
- cll'e oiL'e - aLi'g LbEE 862 v8 stu2I5014 BANRADULE "A B(3).
- Zoe'e vrZ's zeg'e PrLgL SrEE 96Z'v8 sw21B01d aARBAOUUE A SIL
(19 £Ez'g 500'0Z 502°¢1 06.'0b SLIE ¥ LLOYvE uoyeanp3 ueibiy
GlL'9L GLZ'PO0't 005°/86 - Z0e'28E'L L0LE ¥ 0LOvE ¥ ueg | el
- SZE'SLE ar6'G65 £25'08E 0S¥'06E'L S0LE ¥ Cloye v Hed 'l el
uoleong3 jo “_Cm_.w._.tmumﬂ
‘Ayoruay Jo YieamuoLuiiod sy ybnail)) passed
Uuoneanp3 [ juawsedsg 5 N
2002 ..n_m.. sunp mmga__u:mnmxm nmw_cmnumI s00g .Dm aung unowy Jaqiunng JagLunp 3L Em._mEn_...._E_._mL..U xm:D.E._.-mmmnr:DEmHO |BJapad
{pauzyaq) anuasay (pauaisr) pJEMY 10 50JUEID) wa-0
paniooy pansooy weiboid ybnouy-sseq |21apad

L131MLSIA 100HIS ALNNGD SHAGNITHNW

Z00E ‘OF aunp papua Jeaj
SAYYMV Tvd3da34d 40 SFUNLIANILNT 40 3TNA3HOS



Z8

weibolg S9URISISSY (BI0ueUlY [2lepad Jolew =,

Z50°L LS § 9IE'EYD'S § pi£'L0¥'8 g 9v0'6./3 SOURISISSY [ZIZUBLL] |2J3DS. [B10]
LELL EEYN yra'08 186'F asuajag Jo Wwawpedsg 'S IEI0L
LEL'Z RRL'Zg 159'G2 - 000'c6 1¥05 onoeh sdio] Buiuier) s/ 8340 anasay
- - 186’y 136'% 000't6 ar0s 00aZL sdio] Bujules] staowQ amasay
‘wesboud 19810
IsuZBQ Jo WBWHEdD(] SN
LGe'lE LBE'EEL'L G92°CER'L gER'2Z1 anynouby jo uawpedag 'gn =301
Y6E'E 0S6'E ETENA 260' 225 4 90-p200G9.L 65501 B8 latuwng,
156'4L 09E'ET 884’62 GBE'0Z L1e'9g 90-€200t L4 6SE5°0F [ealy Jalung,
- 0B9'6Z 089°6T - 089'6Z £0-B000S.L 565°0L we:boid younT jooyeg |2uoneN,
- GE0'ELS S560°ELE - GEO'ELB £0-2000522 G650l wezfiold younT |00YIG |BUGIEN,
- 808'022 0B0'G6Z ZAE'VL #6E'LL6 90-20008L. G650l we1Bold YounT [00U2S [BUCHEN.
- 0LR'VLIE 0l8'vie - 0.8'viE L0-50009LL £55°01 weibold Jsepjeaiq {0o0yos,
- 9GF'zL GEG'86 6.0'G7 PE6'YZE 90-60009L2 €560t weifol4 15ep{eag ©oYIs.
JNSNID - LORLINN PIiD
UoReSNP] Jo Walwedag
‘Axonjual JO YlESMUOWILLOS a4} YBnou) passed
" Z90°'rRE z2e0'vae - Z80°¥Re VIN Q5501 (SampowLag puly-uf) uoRNgUSIJ Pood,
Eimnouby jo Juawpedag
‘Ayamuay JO Esmuoc?) au) yBnoiy) passed
SIMNoNDY JO JUBWEEa] & N
- - 602 6201 JogeT Jo wawuedad ‘g [elol
- - 65.0'2 6202 052'9€ 9888 BGE'LL SSIANDY LINOA 12 JUILS2AL] BII0NHOAN
‘plzog jualusaaut
20I0PMIONA AYDMIUTY WSIpA 3yl yBnoay passed
JogeT o juswpedsd S 11
- OLL'EY OLL'Er - SA0IAES UBWNK PUE UeaH Jo Juawedsg '$ 1y B0 L
- % OLL'Ey % OLi'ew g - oLL'er £049 D ZIBEB juawdojasa(] JOMEN PUB Yaeaan UieaH einy
Justudoaag] B2I0I0M 10} JBUIgED
‘AyaNIUSY JO YlleamuowLuoD aug; Yytnoay) passed
Ea5iA185 UELWUNH PUE UJESH JO JUSWHEda[ 5 11
/0CZ ‘OF |unp sainjipuadxg paziubooay 900z D€ aunr Wnowy I2gunpy 1aquinpy 211 WelBolg/IoIEelS YAnou | -SSed/0juElD [B1epad
(pauzyaq) anuaAay {pauaaq) piemy 1o 5,J0JUEIS} va-4o
pansoy paniody wiesBoly ybnoiy1-ssed |elapa4

12141810 T00HIS ALNNOD QUIANITHAW

L00Z '0F aunr papus Jza
SOHYMY “IWHI03d 4O STUNLIANADXT 40 INATHIS



MUHLENBERG COUNTY SCHOOL DISTRICT
Notes to Schedule of Expenditures of Federal Awards
Year ended June 30, 2007

NOTE A - BASIS OF PRESENTATION

The accompanying schedule of expenditures of federal awards includes the federal grant activity of
Muhlenberg County School District, and is presented on the accrual basis of accounting. The information in
this schedule is presented in accordance with the requirements of OMB Circular A-133, Audits of States, Locaf
Governments, and Non-Profit Organizations.

NOTE B — OTHER FEDERAL AWARDS

The District did not receive any noncash insurance or have any loan or loan guarantees outstanding at the end
of the year. Noncash assistance is reported in the schedule at the fair value of commodities disbursed.
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ALEXANDER & COMPANY, PSC

CERTIFIED PUBLIC ACCOUNTANTS
- SERVING OUR CLIENTS SINCE 1924 -

2707 BRECKENRIDGE STREET, SUITE 1 ROBERT E. NATION, CPA
OWENSBORO, KENTUCKY 423013 LARRY E. O'BRYAN, CPA
TELEPHONE (27} 684-3237 L BYRNE, CPA

FAX (270} 684-3200 DONALD W. BAAS, CPA
E-MAIL: ACORACOCPANET WAL (TONY) BYRNE, CPA

JOSEPIL B. KELLER, JR., CPA
W. ANNETTE FOGUE, CPA
REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING JERRY L. KELLER, CPA

AND ON COMPLIANCE AND OTHER MATTERS JENNIFER L ESTES, CPA
BASED ON AN AUDIT OF FINANCIAL STATEMENTS JANE B RAMUF, CPA

PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Kentucky State Committee for School District Audits
Members of the Board of Education

Muhienberg County School District

Powderly, Kentucky

We have audited the financial statements of the governmental activities, the business type activities, each
major fund and the aggregate remaining fund information of Muhlenberg County School District (the District)
as of and for the year ended June 30, 2007, which collectively comprise the District's basic financial
statements, and have issued our report thereon dated August 18, 2007. We conducied our audit in
accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General
of the United States; and the audit requirements prescribed by the Kentucky State Committee for Schoaol
District Audits in Appendix | of the Independent Auditor's Contract - General Audit Requirements, Appendix I
of the Independent Auditor's Confract - Sfate Audit Requirements and Appendix Il of the independent
Auditor's Contract - Electronic Submission.

Internal Control Over Financial Reporting

in planning and performing our audit, we considered the District’s internal control over the financial reporting
as a basis for designing our auditing procedures for the purpose of expressing our opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the District's internal
control over financial reporting. Accordingly, we do not express an opinion on the effectiveness of the
Disfrict's internal control over financial reporting.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect misstatements on
a timely basis. A significant deficiency is a control deficiency, or combination of control deficiencies, that
adversely affects the District’s ability o initiate, authorize, record, process, or report financial data reliably in
accordance with generally accepted accounting principles such that there is more than a remote likelihood that
a misstatement of the District's financial statements that is more than inconsequential will not be prevented ar
detected by the District’s internal control

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more
than a remote likelihcod that a material misstatement of the financial statements will not be prevented or
detected by the District’'s internal control.

Our consideration of internal control over financial reporting was for the limited purpose described in the first
paragraph of this section and would not necessarily identify all deficiencies in internal contral that might be
significant deficiencies and, accordingly, would not necessarily disclose all significant deficiencies that are also
considered to be a material weakness. We did not identify any deficiencies in internal control over financial
reporting that we consider to be material weaknesses, as defined above.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the District's financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion of compliance with those
provisions was not an objective of our audit and, accordingly, we do not express such an opinion. The results
of our tests disclosed no instances of noncempliance or other matters that are required to be reported under
Government Auditing Standards. In addition, the results of our tests disclosed no instances of noncompliance
with specific statutes or regulations identified in Appendix Il of the Independent Auditor's Contract - State Audit
Requirements except as indicated below.

According to KRS 160.520, and more specifically OAG 808, penalties and interest on taxes
due to a school district must be paid to the district. During the year ended June 30, 2007, the
county clerk remitted delinquent taxes net of the sheriff's, county attorney’s and county clerk's
collection fee which was collected on the penalties and interest.

According 1o KRS 424,220, local boards of education are required to publish an annual
financial statement that includes the total amount of funds collected and received during the
year from each individual source and the amount dispersed during the fiscal year to each
individual payee and the purpose for which the funds were expended. The fiscal year 2006
annual financial statement published in August 2006 did not include the purpose of the
individual expenditures or show the payment to teachers separately.

According to KRS 45A.365(2) the invitation for bids shall state that the award shall be made
on the basis of the lowest bid price or the lowest evaluated bid price. During the year ended
June 30, 2007 one bid advertisernent did not contain that statement,

According to KRS 45A.365(3) the invitation for bids shall include the time and place bids are
opened. During the year ended June 30, 2007 one bid advertisement did not provide that
information.

According to KRS 45A.365({3} the invitation for bids shall include the time and place where bid
specifications may be obtained. During the year ended June 3G, 2007 four bids did not
contain that information.

According to KRS 161.605 districts must report retirees working for the school district have
complied with the 100 day limitation rules on Form 30 with the annual report. During the year
ended June 30, 2007, it was discovered that the 2006 annual report did not include substitute
teachers.

This report is intended solely for the information and use of members of the Kentucky State Committee for
School District Audits, the members of the Board of Education of the Muhlenberg County Schooi District, the
Kentucky Department of Education, management and federal awarding agencies and pass-through entities,
and is not intended to be and should not be used by anyone other than these specified parties.

W\/me?, r S

Owensboro, Kentucky
August 18, 2007
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OVER COMPLIANCE IN ACCORDANCE WITH JANE . KAMUF, CPA

OMB CIRCULAR A-133

Kentucky State Committee for School District Audits
Members of the Board of Education

Muhlenberg County School District

Powderly, Kentucky

Compliance

We have audited the compliance of Muhlenberg County School District (the District) with the types of
compliance requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133
Compliance Supplement that are applicable to each of its major federal programs for the year endad June 30,
2007. Muhlenberg County School District's major federal programs are identified in the summary of auditor's
results section of the accompanying schedule of findings and questioned costs. Compliance with the
requirements of laws, regulations, contracts and grants applicable to each of its major federal programs is the
responsibility of the District's management. Qur responsibility is to express an opinion on the District's
compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepied in the United
States of America; the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local
Governments, and Non-Profif Organizations. Those standards and OMB Circular A-133 require that we plan
and perform the audit to obtain reasonable assurance ahout whether noncompliance with the types of
compliance requirements referred to above that could have a direct and material effect on a major federal
program occurred. An audit includes examining, on a test basis, evidence about the District's compliance with
those requirements and performing such other procedures as we considered necessary in the circumstances.
We believe that our audit provides a reasonable basis for our opinicn. Our audit does not provide a legal
determination on the District's compliance with those requirements.

In our opinion, the District complied, in all material respects, with the requirements referred to above that are
applicable to each of its major federal programs for the year ended June 30, 2007.
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Internal Control Qver Compliance

The management of the District, is responsible for establishing and maintaining effective internal control over
compliance with the requirements of laws, regulations, contracts, and grants applicable to federal programs. In
planning and performing our audit, we considered the District's internal control over compliance with the
requirements that could have a direct and material effect on a major federal program in order to determine our
auditing procedures for the purpose of expressing our opinion on compliance, but not for the purpose of
expressing an opinion on the effectiveness of internal conirol over compliance. Accordingly, we do not express
an opinion on the effectiveness of the District's internal control over compliance.

A control deficiency in an entity's internal control over compliance exists when the design or operation of a
control does not allow management or employees, in the normal course of performing their assigned
functions, to prevent or detect noncompliance with a type of compliance requirement of a federal program on a
timely basis. A significant deficiency is a control deficiency, or combination of control deficiencies, that
adversely affects the entity's ability to administer a federal program such that there is more than a remote
likelthood that noncompliance with a type of compliance requirement of a federal program that is more than
inconsequential will not be prevented or detected by the entity's internal control,

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more
than a remote likelihood that material noncompliance with a type of compliance requirement of a federal
program will not be prevented or detected by the entity's internal control.

Our consideration of internal control over compliance was for the fimited purpose described in the preceding
paragraph and would not necessarily identify all deficiencies in the entity’s internal control that might be
significant deficiencies or material weaknesses. We did not identify any deficiencies in internal control over
compliance that we consider to be material weaknesses, as defined above.

This report is intended solely for the information and use of members of the Kentucky State Committee for
School District Audits, the members of the Board of Education of the Muhlenberg County School District, the

Kentucky Department of Education, management, and federal awarding agencies and pass-through entities,
and is not intended to be and should not be used by anyone ather than these specified parties.

W# /pSC_

Owensboro, Kentucky
August 16, 2007
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MUHLENBERG COUNTY SCHOOL DISTRICT
Schedule of Findings and Questioned Costs
June 30, 2007
SUMMARY OF AUDITORS' RESULTS

—_

The opinion expressed in the independent accountants' report was:
Unqualified [ Qualified [ Adverse [] Disclaimed
3. The independent accountant’s report on internal control over financial reporting described:

Significant deficiencies noted considered material
weakness(es)? [ Yes X No

Significant deficiencies noted that are not considered to be
material weakness(es)? L] Yes No

4. Noncompliance considered material to the financial statements
was disclosed by the audit? ] Yes No

5. The independent accountants’ report on internal control over compliance with requirements
applicable to major federal awards programs described:

Significant deficiencies noted considered material
weakness(es)? [] Yes No

Significant deficiencies noted that are not considered to be
material weakness{es)? ] Yes No

6. The opinion expressed in the independent accountants' report on compliance with requirements
applicable to major federal awards was:

Ungualified (1 Qualified [] Adverse [] Disclaimed

7. The audit disclosed findings required to be reported by OMB
Circutar A-1337? [] Yes X] No

8. The District's major programs were:

Cluster/Program CFDA Number
Rural Education 84.358
Improving Teacher Quality State Grants 84.367
Child Nutrition Cluster:
School Breakfast Program 10.853
National School Lunch Program 10.556
Summer Food Service Program for Children 10.5659

8. The threshold used to distinguish between Type A and Type B programs as those terms are defined
in OMB Circular A-133 was $300,000.

10. The District qualified as a low-risk auditee as that term is
defined in OMB Circular A-1337 Yes [] No
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MUHLENBERG COUNTY SCHOOL DISTRICT
Schedule of Findings And Questioned Costs (continued)
June 30, 2007

FINDINGS - FINANCIAL STATEMENT AUDIT

1. There were no findings or questioned costs which were required to be reported in accordance
with GAGAS,

FINDINGS AND QUESTIONED COSTS - MAJOR FEDERAL AWARDS PROGRAMS AUDIT

1. The audit did not disclose any audit finding that the auditor is required to report under Section
510(a} of Circular A-133.
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MUHLENBERG COUNTY SCHOOL DISTRICT
Schedule of Findings And Questioned Costs (continued)
June 30, 2007

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FINDINGS - FINANCIAL STATEMENT AUDIT

1. There were no findings or questioned costs which were required to be reported in accordance
with GAGAS.

FINDINGS AND QUESTIONED COSTS - MAJOR FEDERAL AWARDS PROGRAMS AUDIT

1. The audit did not disclose any audit finding that the auditor is required to report under Section
510(a) of Circular A-133.

80



ALEXANDER & COMPANY, PSC

CERTIFIED PUBLIC ACCOUNTANTS
- SERVING OUR CLIENTS SINCE 1924 -

2707 BRECKENRIDGE STREET, SUITE | ROBERT E. NATION, CPA
OWENSBORO, KENTUCKY 42303 LARRY E, O'BRYAN, CPA
TELEPIONE (271 684-3237 JLL. BYRNE, CPA

FANX (270) 684-3200 DONALD W, HAAS, CPA
E-MAlL: ACOMACOCPANET WA (TONY) BYRNE, CPA

JOSEPH B. KELLER, JR., CPA
W, ANNETTE POGUE, CPA
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JENNIFER L. ESTES, CPA
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JANE B. KAMUF, CPPA
Augusi 18, 2007

Muhlenberg County Board of Education
Powderly, Kentucky

[n planning and performing our audit of the financial statements of the Muhlenberg County School District for
the year ended June 30, 2007, we considered the District's internal control in order to determine our auditing
procedures for the purpose of expressing an opinion on the financial statements and not to provide assurance
on the internal control.

However, during our audit we became aware of several matters that are opportunities for strengthening
internal controls and operating efficiency. The memorandum that accompanies this letter summarizes our
comments and suggestions regarding those matters. We previously reported on the District’s internal control
in our report dated August 18, 2007. This letter does not affect our report dated August 16, 2007 on the
financial statements of the Muhlenberg County School District.

We will review the status of these comments during our next audit engagement, We have already discussed
many of these cornments and suggestions with various District personnel, and we will be pleased to discuss
them in further detail at your convenience, to perform any additional study of these matters, or to assist you in
implementing the recommendations.

Respectfully,

WV/WZNWSQ

Alexander & Company, PSC
Owensboro, Kentucky
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MUHLENBERG COUNTY SCHOOL DISTRICT
MANAGEMENT LETTER COMMENTS
FOR THE YEAR ENDED JUNE 30, 2007

CURRENT YEAR COMMENTS

A. Statement of condition: New bank account and new certificate of deposit was not approved by
board.

Criteria of condition: Good internal control.
Cause of condition: No policy.

Effect of condition: Bank accounts could be opened in Board's name with no knowledge of the
board.

Recommendaticn: All new bank accounts should be approved by the Board.
Management's response: These CD's were presented to the Board as part of the monthly financial
report but not as an actien item requiring & vote. One CD was for the Central City Elementary Project
while the other was an old CD that was renewed. We will get these listed as an action item in the
future.

B. Statement of condition: The technology equipment lease and security agreement was not signed.
Criteria of condition: Goed internal control.
Cause of condition: Unknown.
Effect of condition: The validity of the agreement could be in question.
Recommendation: The District should keep a signed copy of all contracts and agreements.
Management's response: Qur copy of the CKEC Technology Equipment Lease was signed by the
necessary MCBE signatures. The lease was executed in the proper manner and we now have a

copy of the executed lease signed by both parties.

C. Statement of condition: The cash advance on the Rural Education grant exceeded expenditures by
$12,600.

Criteria of condition: OMB Cost Principle Circular A-87.

Cause of condition: Cash request procedures not followed.

Effect of condition: Overdrawn cash had io be refunded.

Recommendation: Procedures to request cash on federal programs should be followed.
Management's response: Cash reguest was made in error for $12,500 more than expenditures.

Amount was refunded promptly in full. Grant balances will be monitored for correct cash balance
requests.
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MUHLENBERG COUNTY SCHOOL DISTRICT
MANAGEMENT LETTER COMMENTS (continued)
FOR THE YEAR ENDED JUNE 30, 2007

CURRENT YEAR COMMENTS (continued)
D. Statement of condition: Monthly requests for cash on the Teacher Quality grant was not made.
Criteria of condition: Good cash flow procedures.
Cause of condition: Unknown.
Effect of condition: Decreases the District's cash flow.
Recommendation: Cash requests on grant programs should be made monthly.
Managementi's response. The District was not in a cash flow deficit and the cash request was not
made monthly. The full amount of the grant was received. We will make this cah reqguest more

frequent in the future.

E. Statement of condition: Two of forty selected disbursements in food service did not indicate that
itemns received were counted. These dishursements contained multiple invoices.

Criteria of condition: Good internal cantrol.

Cause of condition: Unknown.

Effect of condition: District could be paying for goods that were not received.

Recommendation: All items received should be counted and indicated on the invoice or packing slip.

Management's response: The District did not pay for the goods not received. These incoming food

items were indeed verified by the food service employees but the sheet line items were not

;r}idpividually checked off, District will be more diligent on checking off line items on the invaice/packing
F. Statement of condition: Credit card charge did not have proper documentation.

Criteria of condition: Good internal control.

Cause of condition: Documents not obtained.

Effect of condition: Charge amounts could be paid that are not valid charges.

Recommendation: Proper supporting documentation should be obtained before charge is paid.

Management's response: Housing form was used to pay credit card charge. Correct amount was
paid to hotel. Better invoices will be used.
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MUHLENBERG COUNTY SCHOOL DISTRICT
MANAGEMENT LETTER COMMENTS (continued)
FOR THE YEAR ENDED JUNE 30, 2007

UNCORRECTED PRECEDING AUDIT COMMENTS

A. Statement of condition: All capital asset activity for the year has not been recorded in the District’s
Asset Depreciation Listing.

Criteria of condition: Asset Depreciation List should be a complete updated list of all assets owned by
the District.

Cause of condition: No monthly reconciliations.

Effect of condition: Complete updated list of assets owned by the District is not available. Audit
completion was delayed.

Recommendation: Responsibility for updating the list should be assigned and list should be updated
maonthly.

Management's response: Assets are tagged and input into MUNIS as acquired. Issue has been
discussed and should not be repeated.
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MUHLENBERG COUNTY SCHOOQL DISTRICT
MANAGEMENT LETTER COMMENTS (continued)
FOR THE YEAR ENDED JUNE 30, 2007

RESOLUTION OF RECOMMENDATIONS MADE DURING THE PRECEDING AUDIT

A. Statement of condition: Audited numbers for the Excess Cost Reguirement, Maintenance of Fiscal
Effort, and Non-Supplanting Report are not being used.

Criteria of condition: Good internal control.
Cause of condition: Na policy.

Effect of condition: There may be differences between audited and unaudited financial statements
and those differences may be material to the report results.

Recommendation: The Excess Cost Requirement, Maintenance of Fiscal Effort, and Non-
Supplanting Report should be based on audited financial statements.

Management's response: We did not have audited statements at the time the excess cost reparts
were due and had to proceed to meet the deadline. Difference are typically immaterial.

B. Statement of condition: The May 2006 federal program cash request was not made.
Criteria of condition; Good cash flow.
Cause of condition: Unknown.

Effect of condition: Decreases cash flow for the District. Federal expenses must temporarily be
paid with local funds.

Recommendation: We recommend that all federal reimbursements due the District at month end be
appiied for reimbursement.

Management’s response: This was for one month only. District was not in a cash flow problem.
C. Statement of condition: In reviewing the construction fund records, we noted that one invoice to

Alliance Corporation for $348,172 dated October 6, 2005 was paid twice and was not caught by the

District's internal controls or the project manager.

Criteria of condition: Goed internal control.

Cause of condition: No reconciliation of project biflings to accounting records.

Effect of condition: The District could have overpaid the project manager for work performed on
the Muhlenberg South Elementary School project.

Recommendation: We recommend that construction project billings be reconciled to the accounting
records upon receipt of the progress billing.

Management's response: Overpayment was deducted from contractor's pay application. This invoice

was billed twice. Billings are reconciled typically on a quarterly basis. Contractor has a large
retainage as well that would cover possible problems.
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MUHLENBERG COUNTY SCHOOL. DISTRICT
MANAGEMENT LETTER COMMENTS (continued)
FOR THE YEAR ENDED JUNE 30, 2007

RESOLUTION OF RECOMMENDATIONS MADE DURING THE PRECEDING AUDIT (continued)

D. Statement of condition: All capital asset activity for the year has not been recorded in the District's

Asset Depreciation Listing.

Criteria of condition: Asset Depreciation List should be a complete updated list of all assets owned by
the District.

Cause of condition: No personnel assigned responsibility for Food Service assets.

Effect of condition: Complete updated list of assets owned by the District is not available. Audit
completion was delayed.

Recommendation: Responsibility for updating the list should be assigned and list should be updated
monthly.

Management's response: Food service list was available but not input in fixed assets. Items are now
in MUNIS and a person has been assigned these duties.

Statement of condition: An inventory of the District’s assets was completed during the fiscal year,
however, it was not reconciled to the accounting records at year end,

Criteria of condition: Good internal control.
Cause of condition: Vendor did not reconcile.

Effect of condition: The District's accounting records do not agree with what the District actually has
on site,

Recommendation: Physical inventories of assets should always be reconciled to the accounting
records in a timely manner.

Management's response: District was waiting on vendor recap for the reconciliation. Overall
differences were immaterial.

Statement of condition: Fixed assets are not reconciled monthly to the accounting records resulting in
additional audit time and a delay in the filing of the audit.

Criteria of condition: Good internal control.
Cause of condition: Asset reconciliation not considered a priority.
Effect of condition: The District's accounting records do not agree with the Asset Depreciation List.

Recommendation: Physical inventories of assets should always be reconciled to the accounting
records in a timely manner,

Management's response: District was waiting on vendor recap, preventing a complete reconciliatian.
The complete physical inventory was included in this year's audit.
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MUHLENBERG COUNTY SCHOOL DISTRICT
MANAGEMENT LETTER COMMENTS (continued)
FOR THE YEAR ENDED JUNE 30, 2007

G. Statement of condition: Retainage on construction contracts was reduced from 10% to 1% without
board approval.

Criteria of condition: Good fiscal management.

Cause of condition: Engineer recommendation,

Effect of condition: The District's bargaining position in case of problems is greatly reduced.
Recommendation: Any reduction in retainage should be approved by the board.

Management's response: Board did approve this reduction from 10% to 1%. However, the Board
minutes were silent.

H. Criteria of condition: The ultimate responsibility of bidding rests with the District.
Statement of condition: Contractor bid records not kept on site,
Cause of condition: Third party controls bid files.
Effect of condition: Contractor bids are not monitored by the District.
Recommendation: Copies of bid files should be maintained by the District and monitored.

Management's respanse; We are now maintaining copies of bid files.

l. Criteria of condition: Asset general ledger accounts should agree to fixed asset subsidiary ledger.

Statement of condition: The asset general ledger accounts were not reconciled to the fixed asset
subsidiary ledger during the year.

Cause of condition: Management unaware of performance of reconciliation.
Effect of condition: General ledger does not agree with subsidiary detai.

Recommendation: General Ledger should be reconciled to the fixed asset subsidiary ledger at least
manthly,

Management's response: This was a new condition created by GASB 34. Management is
following auditor's recommendation.
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